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MANAGEMENT’S REPORT 


The accompanying consolidated financial statements of Nortel Networks Corporation and all information in this 
annual report are the responsibility of management and have been approved by the board of directors. 


The financial statements have been prepared by management in conformity with generally accepted accounting 
principles in Canada. The financial statements include some amounts that are based on best estimates and 
judgements. Financial information used elsewhere in this report is consistent with that in the financial statements. 


Management of the Corporation, in furtherance of the integrity and objectivity of the financial statements, has 
developed and maintained a system of internal controls and supports and extensive program of internal audits. 
Management believes the internal controls provide reasonable assurance that financial records are reliable and form 
a proper basis for the preparation of financial statements, and that assets are properly accounted for and safeguarded. 
The internal control process includes management’s communication to employees of policies which govern ethical 
business conduct. 


The board of directors carries out its responsibility for the financial statements in this report principally through its 
audit committee, consisting solely of outside directors. The audit committee reviews the Corporation’s annual 
consolidated financial statements and recommends their approval by the board of directors. The shareholders’ 
auditors have full access to the audit committee, with and without management’s being present. 


These financial statements have been examined by the shareholders’ auditors, Deloitte & Touche LLP, Chartered 
Accountants, and their report follows. 


wy aA ae CU 


John A. Roth Frank A. Dunn 
President and Chief Financial Officer 
Chief Executive Officer 


INDEPENDENT AUDITORS’ REPORT 


To the Shareholders 
NORTEL NETWORKS CORPORATION 


We have audited the consolidated balance sheets of Nortel Networks Corporation as at December 31, 1999 and 1998 
and the consolidated statements of operations, shareholders’ equity and cash flows for each of the three years in the 
period ended December 31, 1999. These financial statements are the responsibility of the Corporation’s 
management. Our responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with auditing standards generally accepted in Canada. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of 
the Corporation as at December 31, 1999 and 1998 and the results of its operations and its cash flows for each of the 


three years in the period ended December 31, 1999 in accordance with accounting principles generally accepted in 
Canada. 


Dilley he x Towche LLP 


DELOITTE & TOUCHE LLP 
Chartered Accountants 


Toronto, Canada 
February 1, 2000 except as to note 24(a) which is as of March 2, 2000 
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NORTEL NETWORKS CORPORATION 
Consolidated Statements of Operations 
Year Ended December 31 
(millions of U.S. dollars except per share figures) 


1999 
WCU MECS (LOL tee ceat-cscnceeeetecaiee accra rev oessosoostscetesoacsectstencneesseeecoses $ 22,217 
OTE D) WCET SOS i oie RR He ar PUR hE 12,597 
RMR SHIDC CORN OO Ns Didnt Gea 2 oka gaannsicsnnpsncesvncianesscssnatcoaceesstess 9,620 
Selling, general and administrative expense ..............ccssescscsssseecesseeeesees 4,102 
Research and development expense (Note 5) ............:scccsssseresseceseeeeeenees 2,908 
Amortization of intangibles 
Purchased in-process research and development ...............s:.ssseseee G22 
Acquireditechnology: ..ss:.cizdeemtan iiiiss eel c0cs LAU. cebinseccopecebsoeons 686 
ERD rc ate snl knee aN eo MMM obs on do vnbe Sonesdesensereaterowesuvasens 639 
Boe tea CAPES (TOE GB) occas ever, coset sys ican Scions sesasaseonntastossetecsevgtoaseies 209 
354 
Equity in net earnings (loss) of associated companies ................:.ssses0+ (13) 
QUE CORE = MECH INOE LT) o5000scssavcc eek vcs ssvaececssscoeosoats col ascavatocss eset ieeseers 357 
Interest expense 
| OTTFIELSAETCS 1 aG c e  oy 31 ee OOO ry BoA Pn ae (101) 
OQUNET I con reeaterc cise nccece ss steyeaccnette rote sisesdonst sacuausertesio neccasstonieseet mttaer te (71) 
Earnings, beforedncome taxes yticcgescaie lass si csissesi.k ek. W0k lelbbsesssoseseoncesssses 526 
Income tax provision:(NOte: 8) cose sier ete ccs i -csessnsgssedecsnssicrmsescetiesenectans 696 
NeGearnings (OSS) os secccccssss ascospore tees oe cesta: nme ee ee (170) 
Dividends on preferred shares. <...0.-.ccesccceasesss<35705-s0co08 sent ctrasaeiise: nents 27 
Net earnings (loss) applicable to common Shares .............:ssscsssssseseerees $__(197) 
Earnings (loss) per common share (note 3) ...........cscsssssssesesesseeeesesseneeees $ (.15) 
Dividends declared per COMMON Share .............ssessseecesesseeeseeeeceeenceceanee $ oh) 
Weighted average number of common shares 
GE SUAHCINID (EELLIOIIS) << -csevctssserconsacereacssetiontrn,cstetepcooscnae ae tiesersaos 1,353 
Pro forma information reflecting the impact of 
the proposed stock split (note 24): 
Earnings (loss) per COMMON ShaLE .............s.ssssssceessseseseseseetseeeseneees $ = (.07) 
Dividends declared per COMMON ShaLE ............ssececeseseeeeserereseseneees $2075 
Weighted average number of common shares 
@UtStanedinig (MUMVEEGNS Be csla ees ce cen sccve-cdscds cet shaotssdesnedsesunssvdeseedessics 2,705 


1998 


$ 17,575 
10,050 


7,525 


3,093 
2,453 


1,241 
228 
240 
447 

(177) 


(19) 
492 


(117) 
115 
64 


1997 
$ 15,449 


S111 


6,338 


2,714 
2,147 


2,089 


NORTEL NETWORKS CORPORATION 
Consolidated Balance Sheets 
As At December 31 
(millions of U.S. dollars) 


1999 
ASSETS 
Current assets 
Castrand'cash equivalents’... soy eee toate eee ocean ten eee SMAZ cor 
Accounts receivable 
Related parties (note 10) s.icic...ce.4scc.c eee ere mess Sree ee 319 
Trade (less provision for uncollectibles — $328 for 1999, $260 for 1998) .... 6,467 
Inventoriés (note11) ate hes ee. eee eee 2,956 
PIEPaldl CXPCMSES <>< :nccc.escosecactaoeecneets ones seectec oe arses) eee stem mn MeRONERIG 3 = csc ecene tees Zul 
Deterred income. taxes.......¢...crcsscssscectecsdtvsce seat erste ee rer ener eet ty. «teem mere 178 
13,068 
Long-term receivables 
(less provision for uncollectibles — $286 for 1999, $115 for 1998) .......... 1,567 
Investments 
ASSOCTated COMPANIES Al COMILY. ssessc5scsses05. casnce;vncosean ee cee en oh aes osateuse ranee'se 120 
071 112 phecppaacs camer ham ee sa meO eo SEER RN AAA) al i ae os SO 443 
963 
Plant and equipment — met (NOt 12)... coils cccccccesseseusscubocssensoesenseceeeesacenseses 2,458 
Intangible assets 
Purchased in-process research and development — Net............:s:cscsscsesseeseeseseesees 44 
Acquired technology — met :...252 02... coctetecceses seo cets ergata mete ore cael secensseenteaereest 1,202 
Goodwill et... ..... frre memttites acosncs acer sccntae de oncceter MMMtEnes rec ch eaenss Are bePerE asec 3,274 
4.520 
CUMOR ASSEES S05, Sostocs cece tues caters meus seeas 1d sa Ra Sta ic Gon cedsscvetst tastes 421 
FT Otal ASSOUSZ correc ecencccsseeccoret ices chencrt cat dc etter e ete cee ee nt ene centr’. ceretenetecfatene 22.9 
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1998 


$ 2,281 


248 
5,214 
1,687 

223 

664 

10,317 


573 


NORTEL NETWORKS CORPORATION 
Consolidated Balance Sheets 
As At December 31 
(millions of U.S. dollars) 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities 


Notes payables. .ci.i3e,cteanl eet. 


Poem meee eee eres reer ress esse sess eeeeeesseeuseeeseeseses 


Accounts payable and accrued liabilities 


Income.taxes;payables .oi.:5secces..t3-+<c-se5- 


POOP ee eee erereerererereeereeeeeessesseresssseesesesesees 


Peer cece ee rereeeereensesesereesesreseeseesesseeeesesere 


Pere meee ee eee eee ereseseeessreeeeseseeeessesessesseesss 


SOOO meee eee Hee ee Heese ees OEE E HHO EESe ee EH EEE SEH EES OE EES 


Pee errr e reer reas eeeesersceeseesresssssessessssesesesess 


Mong-term debt due withm one year (note 14) cc. eeccteee sot ees cnceeseeseeee teres 


Long-term liabilities 


DETetred INCOMES «......aeteree erates nce naceses 
Long-term debt (note 14) ...............0... 
Deferred INCOme taxes “Aserce.ssevens.s0ee0s 
EMEA Mes me c.csncereere tec cercssee sees 


Peer reece eee ea eee ressee ees ssesesseseeseeresesereseseeees 


Pee meee reer mers eseeessesessseeeesssseesesssessessserese 


COCO eee ee meee eee roeeseseeeeseeeseersseesoeeeesessseeese 


Peer reece ee reseeseesseeeeseereeeeseesesesessseseseseess 


Minority interest in subsidiary companies ....................c::cccsccccesseseeseceeeeeesees 


Commitments and contingencies (notes 15 and 16) 


Shareholders’ equity 


Preferred shares, without par value — Authorized shares: unlimited; Issued 
and outstanding shares: 30,000,200 for 1999 and 1998 (note 17).............. 
Common shares, without par value — Authorized shares: unlimited; 
Issued and outstanding shares: 1,377,154,698 for 1999 and 


1,326,208,962 for 1998 (note 17) ...... 
Retaitied earni eS sic 5., ones ees 
Additional paid-in capital «0.0.0.0... 


Foreign currency translation adjustment 
Total liabilities and shareholders’ equity 


On behalf of the Board of Directors 


ft Ula 


Frank C. Carlucci 
Director 


See were reer eeereeeeserseseeeeeseccesseseeeeeseeseeeee 


Seem meee reser e ee escesreeeeeeceseresaeereeessseeesesees 
Peewee erro seer reso secre see seeseereeesseeeeseseseesseees 


Pee rere ee ee ese essere assesses sues eseeessseseseessee® 


SOOO m meee eee e eee es ree es eseseeeeesesseseeeeseeeeeeessen® 


[fee 


Lynton R. Wilson 
Director 
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1999 1998 
S$ 222 $ 186 
Zot |i 
i 11 
123 172 
4,295 3,697 
493 2a 
65 19 
7,790 5,893 
54 77 
1,624 1,648 
124 94 
395 366 
9.987 8,078 
92 89 
609 609 
10,077 8,555 
2,156 2,568 
135 199 

BENE (150 POR ENOG4) 

12,518 11,565 
$_ 22,597 $19,732 


NORTEL NETWORKS CORPORATION 
Consolidated Statements of Shareholders' Equity 


Year Ended December 31 
(millions of U.S. dollars) 
1999 
Preferred shares (note 17) 
Balance*at beginning Of Year s..cisecs:22-.:0ens-cestadeacarecses tare meee $ 609 
NO@W' ISSUES oo ncrscctecsccrecceovs coosteabestteatoncecucassenatstecensenstst aaeauaeeeannsees - 
Balance at Cnd' Of Veal’ ....ccticcccsssnncacsscescsscstesssccommettnnceesssy er merreen eres $ 609 
Common shares (note 17) 
Balance at beginning OF year -ccc-.-.cccciee-coresccetes ees ee ene 7 6.053 
Shareholder dividend reinvestment and stock 
PUT CHASE PEAiia rt ...cnccncsy esac. ccsssccecasdesceccseseietescsccttattsetres aentanes 4 
Shares issued pursuant to Stock OptiONs ............ccseseeseeneeeeteeeee: 517 
Shares issued relating to acquisitiONS .............. cs ceesseeeeseeeeeseenee: 965 
Shares issued pursuant to convertible debentures ..................:+4 41 
Shares purchased for cancellation’ <.o..io oo... c.cssscsencsosevoecenseneneencs (3) 
Balance’ateniiok Yeates scree scsscsetsaocatevicacebcscoseesssseeeccter ester eee $__ 10,077 
Retained earnings 
Balance at beginning: oF year £00206)... -s,.pcy-0--sneccrsseners oeteteree ees! $ 2,568 
Nebearnings (hOSS)rrrssc....c..tttiecteeters oe reeetiets econ teeter tea (170) 
Dividends 
Preferred Shares: :.s.é<aesccsctasscs poe ee ee (27) 
Common:shares..:.. 0.268. oe ee (204) 
Excess of cost over carrying amount of common shares 
purchased: for cancellation ;...05..c.:cs ae ee (11) 
Balance at eng: Of year ..£..4..2.-.s0els0s, 5 cures cee ae ee 5 2.156 
Additional paid-in capital 
Balance sat beginning of year. ...5.:...:,.:octscsocsevsecessssesesotgst sos ncrstcemneaseee $ 199 
Assumed common share options related 
PEMPAC OUISTET ORS 80 8 secs cnc snessvaesuseaavontanneenskicnsns cqcondenaavecastesetsevenss) 45 
Intrinsic value and costs associated with assumed 
Options:and SLOCK Purchase: Planic:s..25c5..ce:s5cseccokets voenensesconacesns (109) 
Balance at end Of year. (.2ii.ctee. crc .cocesaccsett se tocar sect tan te $ 135 
Foreign currency translation adjustment 
Balance at beginning Of year ...0....5...5.....casecon SNORE OS ss sncsnee ee: $ (364) 
Translation of self-sustaining operations ..............cseseseeseeeeseeees (152) 
Impact. of foreign currency Hedges: .....:....01-cccesssccconsecnesarsaaaecocsoce 97 
Balance at eng Geyeare. <i oxt cacscys sgececes oat censsaaceicrcrreet chen Peoneseeons $ (459) 
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$ 3,514 
(537) 
(32) 
(178) 
(199) 

$__ 2.568 

$ “ 
215 
(16) 

pelle 12 

$ (322) 
(23) 
(19) 

$ (364) 


1997 
$ 367 
242 

$ 609 
$ 1,461 
4 

172 
(28) 

$__ 1,609 
$ 3,290 
829 
(17) 
(150) 
(438) 
$__ 3,514 
$ = 
} OES 
$ (242) 
(151) 
71 
$__(322) 


NORTEL NETWORKS CORPORATION 
Consolidated Statements of Cash Flow 
Year Ended December 31 
(millions of U.S. dollars) 


Cash flows from (used in) operating activities 
ING Ct (CN ee ne een en Cee ene ee, ee a $ (170) $ (537) $ 829 
Adjustments to reconcile net earnings (loss) to net cash provided 
by (used in) operating activities, net of effects from acquisitions 


of businesses: 
ENCED TN 2 LE 101) ae er 0 a NR A pS 2,651 2,299 546 
Equity in net earnings (loss) of associated 
companies in excess of dividends received .............:.sscscecsceseseseeeeeeeesees 14 24 (6) 
Increase,in deferred inCOMe taX@S *. 20: s<.0.+.uise++-ssaes-chasadoaasavceonsaeaeperasisrtenes aes 31 59 71 
PNCECASE NOUR aD OSes RE Aso snide oecisnonoaddnanssizacvatss Me-Ligedcantas deck 67 37 5 
Gairion:saleiof businesses a4... czisessdcehsil.ss:.. guetta eda (131) (258) (102) 
Otheneeeeeaws....ce. nol een Seen wealth s a! (314) (111) (24) 
Change in operating assets and liabilities: 
Accounts receivables, woes in. cccconsccdssecsthoctetendes ieee anette ata aens (1,488) (236) (920) 
Inventories ecterns. bc: teed os i8). tino tas. dees Sea. te (1,363) 185 (117) 
Accounts payable and accrued liabilities 2.0.0.0... eeeeeseeeeseeeeees 1,657 328 655 
Other operating assets and liabilities 00.0.0... cesses eseteeeeseeeeeeeees 19 (203) (142) 
Total 2.3: ReGen 973 1,547 795 


Cash flows from (used in) investing activities 


Expenditures for plant and equipment .................:ccessseesesesceeeseseseeceeeeeseeeeseseeeees (823) (649) (568) 
Proceeds on disposals of plant and equipment .............cceeeseseeceseeeeseeeeeeseeeeees 24 27 5 
HVICTEASE I TOME -COTINE TECCLVADICS or sccrescactssoencotacsecoeocetetorterttacceemtametens ta cetec sensors (1,101) (651) (376) 
Decrease In Tomg-ferm TECEIVADICS .ccc.7.<n..-.0ccnencecsngonccscunccttecdteeaee res tata er evteicogs 193 295 570 
Acquisitions of investments and businesses 
Met Of Cashyacqdired (MOE LO)’ <..cs-sescetea-.0cttsos-su-unco--cncePepenontr ees optcstag rrrace. ts (697) 1i5 (167) 
Proceeds from sale of investments and businesses ...............sscsscscesesscssesceseseeeee 993 751 390 
Cae BP on A Beh la 2 thd I cic ncs ti og Pee pa ae (1,411) (112) (146) 
Cash flows from (used in) financing activities 
Dividends on common and preferred Shares .............:.:cssssesseseeesseesessesceeeseeeceeens (231) (210) (168) 
HTICTEASE IN MOLES PAVADICH on cu..0ecc-ncerseseagsteecece ean ktteste anstetat eee tne neato ncalens 253 752 333 
DGCIeaSE IN MOLES DayaD lets 6. Se cesnsene nancies ade tose een eteesonaart te meaear nts Eieacee tag +oe-- (183) (746) (238) 
Additions to long-term evs .....c.sceceh~aaoasecsesapatstes egies oleracea see anes 194 56 164 
Reductions of loiig-term ent. i.c.c.:..sseee areata tee age ee ne te (116) (281) (38) 
Decrease in capital leases payable A.cis. crocs ccer ye ccetpntncct ncot ance epics onosetapvcaerenes nse (8) (3) (1) 
Issuance of preferred shares (Mote 17) ..............ssssssssessssseesesssssssesececssnseeesesoeavenes - - 242 
Issuance of common Shares (note 17) %.2).. SEEN.. LAEe  , B 521 125 176 
Common shares purchased for cancellation .............:.:ssccsssesssesssssseesesesesesseessees (14) (224) (466) 
NAN ee areseties oc aason ect ghd once eee cadaninct cpp eeeenee Peso nea nme Tia core esa caasen 416 (531) 4 
Effect of exchange rate changes on cash and cash equivalents .............:.:csseseeees wimtetaa |" ra) —_—{l2) 
Net increase (decrease) in cash and cash equivalent .................sccscseeseeseseeeeeeees ppevtectne C24) ret O10 ___—641 
Cash and cash equivalents at beginning of year — net ...............ccccesessesereneseeeeees erik Lait 730 
Cash and cash equivalents at end of year — Met ..........cccccsesessssssesesseeseseseeseeseeneens $___2,257 $__2,281 $__1,371 


NORTEL NETWORKS CORPORATION 
Notes to Consolidated Financial Statements 
(millions of U.S. dollars except per share figures or unless otherwise stated) 


Significant accounting policies 


The consolidated financial statements of Nortel Networks Corporation (the "Corporation") and its subsidiary 
companies (collectively, "Nortel Networks") have been prepared in accordance with accounting principles 
generally accepted in Canada. There are no material differences between Canadian and United States 
generally accepted accounting principles ("GAAP") in the consolidated financial statements except for the 
information disclosed in notes 3, 20, and 23 and as described in note 9. The consolidated financial statements 
are expressed in United States dollars as the greater part of the earnings and net assets of the Corporation are 
denominated in United States dollars. 


The Corporation is headquartered in Canada. On April 29, 1999, the Corporation changed its name from 
Northern Telecom Limited to Nortel Networks Corporation in its English form and from Northern Telecom 
Limitée to Corporation Nortel Networks in its French form. 


(a) Principles of consolidation 


The financial statements of entities which are controlled by the Corporation, referred to as subsidiaries, 
are consolidated; entities which are jointly controlled, referred to as joint ventures, are proportionately 
consolidated; entities which are not controlled but over which the Corporation has the ability to exercise 
significant influence, referred to as associated companies, are accounted for using the equity method; 
and investments in other entities are accounted for using the cost method. 


(b) Translation of foreign currencies 


The functional currency of the Corporation is the United States dollar. The financial statements of the 
Corporation’s operations whose functional currency is other than the United States dollar are translated 
from the functional currency to United States dollars using the current rate method, except for those 
operations in countries considered to have a highly inflationary economy, as described below.. Under the 
current rate method, assets and liabilities are translated at the exchange rates in effect at the balance 
sheet date. Revenues and expenses, including gains and losses on foreign exchange transactions are 
translated at average rates for the period. Where the current rate method is used, the unrealized 
translation gains and losses on the Corporation’s net investment in these operations, including long-term 
intercompany advances, are accumulated in a separate component of shareholders’ equity, described in 
the consolidated balance sheet as foreign currency translation adjustment ("CTA"). The Corporation 
hedges a floating percentage of the exposure to foreign exchange gains and losses incurred on the 
translation of such foreign operations. Hedging instruments used by the Corporation comprise a 
combination of foreign currency denominated debt, foreign currency swaps and foreign currency 
forward contracts that are denominated in the same currency as the hedged operations. The translation 
gains and losses on these hedging instruments are recorded in CTA and are expected to closely offset the 
translation amounts recorded in CTA for the hedged portion of these operations. The Corporation 
monitors the effectiveness of this hedging strategy regularly. 


Transactions and financial statement items denominated in a currency other than the functional currency 
are translated into the Corporation’s functional currency using the temporal method. In addition, the 
financial statements of operations in countries considered to have highly inflationary economies are 
translated into United States dollars using the temporal method. Under the temporal method, monetary 
assets and liabilities are translated at the exchange rates in effect at the balance sheet date. Non- 
monetary assets and liabilities are translated at historical exchange rates. Revenues and expenses are 
translated at average rates for the period, except for amortization which is translated on the same basis as 
the related assets. Exchange gains or losses are reflected in net earnings. 
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(c) 


(d) 


(e) 


Revenue recognition 


Revenues are generally recognized, net of trade discounts and allowances, upon shipment and when all 
significant contractual obligations have been satisfied and collection is reasonably assured. Software 
revenues are generally recognized when delivered in accordance with all terms and conditions of the 
customer contracts, upon acceptance from the customer, and when collection is reasonably assured. 


Revenues on long-term contracts, including turnkey contracts, are recognized using the percentage-of- 
completion method on the basis of percentage of costs incurred to date on a contract, relative to the 
estimated total contract costs. Profit estimates on long-term contracts are revised periodically based on 
changes in circumstances and any losses on contracts are recognized in the period that such losses 
become known. Generally, the terms of long-term contracts provide for progress billings based on 
completion of certain phases of the work. Service revenues are recognized at the time of performance or 
proportionately over the term of the contract, as appropriate. 


Nortel Networks provides extended payment terms on certain software contracts, and may sell these 
receivables to third parties. The fees on these contracts are considered fixed or determinable based on 
Nortel Networks’ standard business practice of using these types of contracts as well as Nortel 
Networks’ history of successfully collecting under the original payment terms without making 
concessions. For software arrangements involving multiple elements, Nortel Networks allocates revenue 
to each element based on the objective evidence of relative fair values, which are derived by allocating a 
value to each element that is based upon the prices charged when the element is sold separately. 


Nortel Networks makes certain sales through multiple distribution channels, primarily resellers and 
distributors. These customers are generally given certain rights of return. For products sold through 
these distribution channels, revenue is recognized from product sales at the time of shipment and 
accruals are also made for estimated returns at the time of shipment. 


Accruals for warranty costs, sales returns, and other allowances at the time of shipment are based on 
contract terms and prior claims experience. 


Plant and equipment 


Plant and equipment are stated at cost less accumulated amortization. Amortization is calculated 
generally on a straight-line basis over the expected useful lives of the plant and equipment. The 
expected useful lives of buildings are twenty to forty years, and of machinery and equipment are five to 
ten years. 


Research and development 


Research and development ("R&D") costs are charged to earnings in the periods in which they are 
incurred, except for costs incurred pursuant to specific contracts with third parties which are charged to 
earnings in the same period as the related revenue is recognized. Related investment tax credits reduce 
R&D expense in the same period in which the related expenditures are charged to earnings, provided 
there is reasonable assurance the benefits will be realized. 
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(p 


@) 


(h) 


) 


(k) 


Income taxes 


Nortel Networks provides for income taxes based on accounting income using the deferral method. 
Under this method, taxes are computed using current tax rates regardless of when such income is subject 
to taxes under the tax laws. The deferred tax balances which result are not adjusted for any subsequent 
changes in tax rates, and include accrued investment tax credit benefits. 


Cash and cash equivalents 


All highly liquid investments with original maturities of three months or less are classified as cash and 
cash equivalents. The fair value of cash and cash equivalents approximates the amounts shown in the 
financial statements. 


Inventories 


Inventories are valued at the lower of cost (calculated generally on a first-in, first-out basis) and net 
realizable value. The cost of finished goods and work in process comprises material, labour, and 
manufacturing overhead. 


Intangible assets 


Purchased in-process research and development ("purchased IPR&D") represents the value on 
completion of a business combination of the acquired R&D which was not technologically feasible as of 
the acquisition date and, other than its intended use, had no alternative future use. Purchased IPR&D is 
charged to earnings using an accelerated amortization method over its estimated useful life of six to nine 
months. 


Acquired technology represents the value of the proprietary "know-how" which was technologically 
feasible as of the acquisition date, and is charged to earnings on a straight-line basis over its estimated 
useful life of three years. 


Goodwill represents the excess of the purchase prices over the fair values of the identifiable net assets of 
subsidiary companies, joint ventures, and associated companies, and is amortized on a straight-line basis 
over its estimated useful life of three to forty years. 


The Corporation evaluates on an ongoing basis the carrying value of purchased IPR&D, acquired 
technology, and goodwill for potential permanent impairment. In order to determine if such a permanent 
impairment exists, the carrying value of these intangible assets is compared to the financial condition 
and the present value of the expected future earnings before tax, of the related operations. A permanent 
impairment in these intangible assets is written off against earnings in the year that such impairment 
becomes evident. 


Earnings per common share 


Earnings per common share are calculated after deducting dividends on preferred shares from net 
earnings, and are based on the weighted average number of common shares outstanding during the 
period. 


Derivative financial instruments 


Nortel Networks enters into forward, swap, and option contracts to manage its exposure to fluctuations 
in interest rates and foreign exchange rates. These derivative financial instruments are effective in 
meeting the risk reduction objectives of the Corporation by generating cash flows which offset the cash 
flows related to the underlying position in respect of amount and timing. Nortel Networks does not hold 
or issue derivative financial instruments for trading purposes. 


Forward and cross currency swap contracts are used to hedge certain net foreign investments. Gains and 
losses on these instruments are deferred and reported as part of CTA, as outlined in note 1(b). A target 
percentage of the total foreign currency risk associated with firm purchase and sale commitments 
denominated in a foreign currency is hedged with a combination of forward contracts, options and cross 
currency coupon swap contracts. The foreign currency gains and losses on these contracts are not 
recognized in the consolidated financial statements until the underlying firm commitment is recorded in 
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net earnings. At that time, the gains or the losses on the derivatives are recorded in net earnings as an 
adjustment to the underlying transaction. Premiums paid with respect to options are deferred and 
charged to net earnings over the contract period. 


Interest rate and cross currency swaps are designated as hedges of the interest rate and foreign currency 
risk of certain financial instruments, including debt and certain receivables and payables. The interest 
payments relating to the swaps are recorded in net earnings over the life of the transaction on an accrual 
basis as an adjustment to interest income or interest expense. 


() Use of estimates 


The preparation of the Corporation’s consolidated financial statements in conformity with GAAP 
requires management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and 
the reported amounts of revenues and expenses during the reporting period. Actual results could differ 
from those estimates. Estimates are used when accounting for items and matters such as long-term 
contracts, allowance for uncollectible accounts receivable, inventory obsolescence, product warranty, 
amortization, employee benefits, taxes, provisions, and contingencies. 


(m) Pension, postretirement and postemployment benefits 


Pension expense, based on management's assumptions, consists of the actuarially computed costs of the 
pension benefits in respect of the current year's service; imputed interest on plan assets and pension 
obligations; and straight-line amortization of experience gains and losses, assumption changes, and plan 
amendments over the expected average remaining service life of the employee group. The costs of 
postretirement benefits and postemployment health care and life insurance benefits are expensed as 
incurred. 


Information on operating segments 
General description 


Nortel Networks' operations include two reportable operating segments: Service Provider and Carrier segment 
("SP&C") and Enterprise segment ("Enterprise"). The segments provide network solutions that integrate 
voice, data, and video on a single network, using a combination of packet frame and cell technologies, to two 
specific customer groups. SP&C delivers network solutions which are used by telecommunications operating 
companies and other service providers to interconnect access lines and transmission facilities to provide local 
or long-distance services, wireless communications systems, and solutions which transport voice, data, and 
video communications between locations within a city or between cities, countries, or continents. Enterprise 
delivers solutions consisting of electronic business systems, including call center, voice messaging and 
interactive response systems; Internet and data networking solutions, Open IP systems; and Enterprise 
telephony solutions. Enterprise customers are generally large and small businesses, governments, educational 
institutions, utilities and other public and private organizations. 


The accounting policies of the segments are the same as those described in note 1. The Corporation evaluates 
financial performance based on measures of profit or loss from operations before income taxes, and dividends 
on preferred shares, excluding the impact of "Acquisition Related Costs" (the amortization of intangible assets 
from the acquisition of Bay Networks, Inc. ("Bay Networks") and all subsequent acquisitions, and the 
amortization of any purchased IPR&D from prior acquisitions), and one-time gains and charges (see notes 4, 
6, and 7). Inter-segment revenues were immaterial for the years ended December 31, 1999, 1998, and 1997. 
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Operating segments 


To reflect the evolution of certain businesses within the management structure, revenues and total assets by segment 
for the years ended December 31, 1998 and 1997 have been reclassified. Accordingly, the amounts for earnings 
(loss) before income taxes from operations, interest income, interest expense and amortization by segment, for the 
years ended December 31, 1998 and 1997 have also been reclassified. The primary effect of these reclassifications 
was to move certain businesses among SP&C, Enterprise, and Other to more closely align the businesses with their 
primary customers. The following tables set forth information by operating segment as at, and for the years ended, 
December 31, 1999, 1998, and 1997. 


Corporate 
1999 SP&C Enterprise & Other Total 

External revenues ..........:ccccccscescesseeseeeseees $ 16,761 $ 5,376 $ 80 (a) $ 22,217 
Earnings (loss) before income taxes 

from, operationss .Leidi.sentavee eles 2,181 374 (123) (b) 2,432 (c) 
TntereSt-in Come ganas iiecs ssnney eorenteericd: 34 1 99 134 
Amortization excluding 

Acquisition Related Costs ................ 166 74 453 693 
INfOFEST EXPENSE eee cchdi.acscscepecgrestceses teers 19 - 153 172 
TOL ASSEIS ee een lero 10,592 2,294 9,711 22,597 

Corporate 
1998 SP&C Enterprise & Other Total 

External reventieSi....:.c.:ssercskeen chee tratees $ 13,338 $ 4,040 $ 197 (a) $ 17,575 
Earnings (loss) before income taxes 

ATOM OPETAUONS teen cceet nercsceste nce cree 1,334 491 (125) (b) 1,700 (c) 
INTELESEINCOME po2esc.ccasteeoesssscococeneteeter ses 20 - 101 121 
Amortization excluding 

Acquisition Related Costs .................04 138 31 460 629 
Interest expense... ..... cen eee eects 23 1 208 232 
FOtalASSCUS 34 2 sues cbsans beeches teed cee eee 7,664 fey BGA 9,836 19,732 


Corporate 


1997 SP&C Enterprise & Other Total 
EXTOMAal TEVENUES 5 sc<: ssicanseenccascecoseoncdesacsese $ 11,528 $ 3,446 $ 475 (a) $ 15,449 
Earnings (loss) before income taxes 
FOMMOPETATIONS, coteuseccsi doce o-fercercssecteres 1,179 Si (296) (b) 1,260 (c) 
ENLEPESEANCOMIEG, « v.c..2-ctoee sees seiccot aaeste tees 20 1 71 92 


Amortization excluding 


Acquisition Related Costs ...............004 78 26 442 546 
Intepest expense igi. 05 2a ee 12 4 183 169 
TOR AU ASSO US Vai son ee etic s nda 5,758 1,631 5,165 12,554 


(a) Represents revenues from business units below the quantitative thresholds, primarily divested businesses. 


(b) Includes corporate services, the organization that manages the centralized internal functions of the 
Corporation. Corporate services is managed on a "fee for service" basis. The corporate services 
expenses are charges to the operating segments either on a direct basis or through a matrix allocation. 
Direct charges are based on actual usage of services while the matrix allocation is based on revenue, 
headcount, or some other appropriate factor. Costs not charged to the operating segments remain within 
Corporate & Other. Excludes the impact of Acquisition Related Costs, one-time gains and charges, and 
dividends on preferred shares. 


(c) Reconciliation of segment earnings before income taxes from operations to earnings before income taxes 
reported in the consolidated financial statements: 


1999 1998 1997 

Total earnings before income taxes from 
operations for reportable segments ................ssesseeseeeeees $ 2,432 $ 1,700 $ 1,260 
Amortization of Acquisition Related Costs ..............:s000 (1,961) (1,630) - 
One-time Bains: 5.2.55 ccsceaaetsgttanes ss eotstendassatageersursetmeneeensss 264 44] 102 
One-time Charpes Sire eters cosas rreneomcesshiseee te teres (209) (447) (95) 
Earnings before income taxes \.11............ccscceceteedstesccesencones Seersz6 $ 64 $1,267 


Product revenues 


Nortel Networks has two groups of similar products: Enterprise products which generally address corporate 
intranet and Internet access; and SP&C products which generally address high-speed network transport. 


The following table sets forth revenues by product line for the year ended December 31: 


Corporate & 


SP&C Enterprise Other Revenue Total 
[AE 8 | S/N Dp ae $ 16,761 $53376 $ 80 S:22211 
1S So ee RE bs Ia Ne IE i) 13,338 4,040 197 17,575 
SE RE PR ret oR BA 11,528 3,446 475 15,449 
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Geographic information 


The following table sets forth external revenues and capital assets for the year ended, and as at, 
December 31, respectively: 


1999 1998 1997 
External revenues (a) 
United States * 75. Se a en a ee $ 12,758 $ 9,839 $ 8,298 
Canada errno tres Seen ea cosbltlenMacsucee Ree sc eee 1,434 1,362 1,374 
Other countries -:..34:.;.. 08k nee eee 8,025 6,374 eH it 
Total external revenues ............::cccscccesssceessseeessseeeeseeees: $ 22,217 $ 17,575 $ 15,449 
Capital assets (b) 
United States... .cs<cscet crcans cases ageetes tees ene eee $ 4,607 $ 5,410 S 6«Cfao 
Canad ag Ha csh Malas heccaascs eee tenet cases co eases eee 1,011 1,082 734 
OUCH COUNITIOS (ect )oiccscesehecstnsotetesvessteccsncs scott eRe ee 1,360 1,391 1,430 
‘Total’ capital aSS@tS ioc cocks ee $_ 6,978 $_7,883 2.893 


(a) Revenues are attributable to geographic areas based on the location of the customer. 


(b) Represents plant and equipment - net and intangible assets that are identified with each geographic area. 
Capital assets excludes financial instruments and deferred tax assets. 
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Supplementary measures of net earnings and earnings per share 


As a measure to assess financial performance, management utilizes supplementary measures of net earnings 
and earnings per common share which exclude the impact of Acquisition Related Costs and one-time gains 
and charges. The supplementary measures of net earnings and earnings per common share are as follows: 


1999 1998 1997 
Net earnings (loss) applicable to common Shar es...........:..s:csccesceeeeeeeeteeees $ (197) $669) $ 812 
Add back: 
Acquisition-related amortization 
Purchased IPR GeD ete: ete cc ecu Mat Mirliem wk SESE dae 1,241 ~ 
Acquiredsechnology #5..1:. 20S eRe ene, Bees. one Bae. 686 228 - 
ETC OS A UI barepe Sh,» pes eee Sled Pines Di ah ei er be ie ie }o) 161 - 
COTS ARINC AUIS as oe ccc sec na Soa SC SLC cee caig tina sag (264) (441) (102) 
One-time chargesmains..1 Lute! Teenie) Roses: 2 Be 209 447 95 
Netttaxsmpact a hteves fie. AS SRR tae ences oe ns 16 Pinca 6) Vi > al Oy) 
Supplementary mMeasiew@emel CAMINO ccs: c tects ey cece sks tact eens ectcewors nro son py I $1,065 $ 804 
Supplementary measure of earnings per 
GGETNTAONY-S ARE cs crete e cence nce ca cts sche na, eA aeons veo ED. Bag ten e $ 1.28 $ .93 Sa 
Weighted average number of common 
shares outstanding (millions )i2.80n..0.0.5. PEARS, IA. SEE. 1353 1,144 1,044 


* Amortization for Bay Networks and all acquisitions subsequent to the acquisition of Bay Networks. 


Pro forma information reflecting the impact of 
the proposed stock split (note 24): 


Supplementary measure of earnings 


Det COMMON SAL ate rece eee eee ee tere meme e nic nreren Sr 6a be 4) here 
Weighted average number of common 
Shares Outstaniitng (TOUS ieee tora a re ee eo cectagen act. Gs) 2,288 2,089 
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Acquisitions 


The following table sets out certain information for the major acquisitions completed by the Corporation in 
1999 and 1998. The remainder of the purchase price allocation is also outlined below. All of these 
acquisitions were accounted for using the purchase method. The consolidated financial statements include the 
operating results of each of these businesses from the date of acquisition. 


Purchase Acquired Purchased 

Acquisition Date Price Technology IPR&D Goodwill 
1999 
Periphonics (i) November 12 $ 650 $ 66 $ 68 $ 414 
Shasta Networks (ii) April 16 $ 340 $ - $ 180 $ 14038 
1998 
Cambrian (iii) December 15 $ 248 $ - $ 204 $ 48 
Bay Networks (iv) August 31 $ 6,873 $ 2,050 $ 1,000 $ 2,417 
r (v) June 8 $ 24 $ - S) 20 $ 4 
Aptis (vi) April 22 $ 286 $ > S203 $ 75 
BNI (vii) January 9 $ 433 $ - $ 329 $ 75 
Other (viii) Various $ 83 $ - $ - $ - 


Form of consideration and other 


(i) 


Periphonics Corporation ("Periphonics") was a global provider of interactive voice solutions used in 
call centers and other voice and data network applications. In connection with the acquisition, the 
Corporation issued approximately 8.4 million common shares of the Corporation and assumed the 
equivalent of approximately 0.9 million options to purchase common shares of the Corporation (note 
18). The intrinsic value attributable to these options was $45. The allocation of the purchase price 
included net tangible assets of $102. The acquired technology assets are being charged to earnings 
on a straight-line basis over thirty-six months and the purchased IPR&D assets are being charged to 
earnings over seven and one-half months, using an accelerated amortization method. Goodwill is 
being amortized on a straight-line basis over four years. 


Shasta Networks, Inc. ("Shasta Networks") was a provider of gateways and systems for Internet 
Protocol ("IP") public data networks. In connection with the acquisition, the Corporation issued 
approximately 9.3 million common shares of the Corporation. In addition, the payment of $18 in 
cash consideration is contingent upon the achievement of certain operational milestones by Shasta 
Networks. The allocation of the purchase price included net tangible assets of $2. As at December 
31, 1999, $9 of the contingent consideration had been paid upon achievement of operational 
milestones, and was recorded as an increase to the goodwill noted above. Assuming the achievement 
of the remaining milestones by the end of the second quarter of 2000, contingent consideration up to 
a maximum of $9 would be payable. The purchased IPR&D assets were charged to earnings over 
eight and one-half months, using an accelerated amortization method. Goodwill is being amortized 
on a Straight-line basis over three years. 
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(iii) 


(iv) 


(v) 


(vi) 


(vii) 


(viii) 


Cambrian Systems Corporation ("Cambrian") was a producer of metropolitan optical networking 
technology. In connection with the acquisition, the Corporation paid $231 in cash and assumed 
additional liabilities of $17. In addition, $60 in cash was contingent upon the achievement of certain 
milestone events scheduled to occur subsequent to closing, of which $31 was earned in 1999, and 
was recorded as an increase to the goodwill noted above. No further contingent consideration will be 
earned. The allocation of the purchase price included assumed liabilities net of tangible assets of $4. 
The purchased IPR&D assets were charged to earnings over a six-month period, using an accelerated 
amortization method. Goodwill is being amortized on a straight-line basis over five years. 


Bay Networks was a provider of networking products and services. In connection with the acquisition, 
tlie Corporation issued approximately 270 million common shares of the Corporation and assumed the 
equivalent of approximately 47.3 million options to purchase common shares of the Corporation (note 
18). The intrinsic value attributable to these options was $189. The allocation of the purchase price 
included tangible assets of $1,881 and assumed liabilities of $475. The acquired technology assets are 
being charged to earnings on a straight-line basis over thirty-six months and the purchased IPR&D 
assets were charged to earnings over a nine-month period, using an accelerated amortization method. 
Goodwill is being amortized on a straight-line basis over five years. 


Entrust Technologies Inc. ("Entrust Technologies"), formerly a Nortel Networks subsidiary, acquired 
r Security Engineering AG ('r’") for approximately 1.1 million common shares of Entrust 
Technologies and cash consideration of $4. The purchased IPR&D assets were charged to earnings 
over a nine-month period, using an accelerated amortization method. Goodwill is being amortized 
on a straight-line basis over five years. 


Aptis Communications, Inc. ("Aptis") was a remote-access data networking start-up company. In 
connection with the acquisition, the Corporation issued approximately 5.0 million common shares of 
the Corporation and paid $5 in cash to the Aptis shareholders. Subject to the fulfillment of certain 
conditions, an additional amount of $37 in cash and common shares of the Corporation is also 
payable to the Aptis shareholders over a three year period through 2000, of which $3 was paid in 
1998 and $28 in 1999. Included in the purchase price was $71 which was contingent upon the 
achievement of certain milestone events scheduled to occur subsequent to closing and was payable, 
at the Corporation's option, in common shares of the Corporation and/or cash, of which $61 was paid 
in 1998 and $10 was paid in 1999. The allocation of the purchase price included $8 to net tangible 
assets. The purchased IPR&D assets were charged to earnings over a nine-month period, using an 
accelerated amortization method. Goodwill is being amortized on a straight-line basis over five 
years. 


Broadband Networks Inc. ("BNI") was engaged in the design and manufacture of fixed broadband 
wireless communications networks. In connection with the acquisition, the Corporation issued 
approximately 11.2 million common shares of the Corporation and cash consideration of $149. The 
allocation of the purchase price included net tangible assets of $29. The purchased IPR&D assets 
were charged to earnings over a nine-month period, using an accelerated amortization method. 
Goodwill is being amortized on a straight-line basis over five years. 


Other 


In December 1998, the Corporation acquired all’ of the common and preferred shares of Nortel 
Technology Limited ("Nortel Technology"), formerly known as Bell-Northern Research Ltd., owned 
by Bell Canada for $18 in cash (the approximate fair value of such shares). The transaction 
increased the Corporation's ownership of Nortel Technology from 70 percent to 100 percent. This 
transaction was recorded at the exchange amount. 


In May 1998, Nortel Networks and Lagardére SCA ("Lagardére") entered into an amended and 
restated participation agreement to realign Matra Nortel Communications S.A.S., in which Nortel 
Networks and Lagardére each hold a 50 percent ownership interest. The agreements relating to this 
realignment provided for, among other things: (i) Matra Communication S.A.S. to change its name to 
Matra Nortel Communications S.A.S. ("MNC"), (ii) Nortel Networks to transfer at their exchange 
amounts the assets and liabilities of its distribution business in France to MNC, (iii) MNC to sell its 
50 percent ownership in Matra Ericsson Telecommunications ("MET"), and (iv) Nortel Networks to 
lend $120 to MNC. The loan was payable by MNC to Nortel Networks either in cash or by way of 
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transfer of MNC's 34 percent equity interest in Nortel Matra Cellular SCA ("NMC"). In December 
1999, Nortel Networks exercised its option, at its sole discretion, for repayment of the loan by way of 
transfer of the NMC shares. The transaction increased Nortel Networks’ direct ownership of NMC 
by 34 percent to 100 percent. The transaction was recorded at the exchange amount of $120. After 
July 1, 1999, Lagardére may, under specific circumstances, require Nortel Networks to purchase all 
of its equity participation in MNC at a price to be based partly on a formula and partly on the fair 
market value as determined at the time. In 1999, Lagardére transferred its ownership in MNC to 
Aerospatiale Matra, a company controlled by Lagardeére. 


Purchased in-process research and development 


Purchased IPR&D charges related to acquisitions of companies accounted for under the purchase method, in 
which a portion of the purchase price was allocated to acquired in-process technology. 


During 1999, Nortel Networks completed the acquisitions of Shasta Networks and Periphonics ("the 1999 
Acquisitions"). 


Included in the purchase price allocations for the 1999 Acquisitions was an aggregate amount of purchased 
IPR&D of $248. Independent valuations were performed to assess and allocate a value to purchased IPR&D. 
The value allocated to purchased IPR&D represented the estimated fair value based on risk-adjusted future 
cash flows generated from the products that would result from each of the in-process projects. Estimated 
future after-tax cash flows of each project, on a product by product basis, were based on Nortel Networks’ 
estimates of revenue less operating expenses, cash flow adjustments, income taxes, and charges for the use of 
contributory assets. Future cash flows were also adjusted for the value contributed by any core technology and 
development efforts that were completed post acquisition. 


Revenues were estimated based on relevant market size and growth factors, expected industry trends, 
individual product sales cycles, the estimated life of each product’s underlying technology, and historical 
pricing. Estimated operating expenses include cost of goods sold, selling, general and administrative, and 
R&D expenses. The estimated R&D expenses include costs to maintain the products once they have been 
introduced into the market and are generating revenues, and costs to complete the purchased IPR&D. 
Operating expense estimates were consistent with historical margins and expense levels for similar products. 


The discount rates used to discount the projected net returns were based on a weighted average cost of capital 
relative to Nortel Networks and the telecommunications industry, as well as the product specific risk 
associated with the purchased IPR&D products. Product specific risk includes the stage of completion of each 
project, the complexity of the development work completed to date, the likelihood of achieving technological 
feasibility, and market acceptance. 


The forecast data employed in the analyses was based upon both forecast information maintained by target 
management and Nortel Networks management’s estimate of future performance of the business. The inputs 
used by Nortel Networks in analyzing purchased IPR&D were based upon assumptions that management 
believes to be reasonable but which are inherently uncertain and unpredictable. These assumptions may be 
incomplete or inaccurate, and no assurance can be given that unanticipated events and circumstances will not 
occur. Accordingly, actual results may vary from the forecasted results. While management believes that all 
of the development projects would be successfully completed, failure of any of these projects to achieve 
technological feasibility, and/or any variance from forecasted results, may result in a material adverse effect 
on Nortel Networks’ financial condition and results of operations. 
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A brief description of the purchased IPR&D projects related to the 1999 Acquisitions is set forth below 
including an estimated percentage of completion of products within each project at their respective acquisition 
dates. 


Periphonics 


VPS/is Version 6.x. The Voice Processing Services Information Server ("VPS/is") is a scalable transaction 
processing system that can be configured for both small and very large installations. The system allows a 
caller to access information in an organization’s computer database through a touch tone telephone, speech 
input or Internet, and to receive the information from that database in the form of a computer generated voice 
response. Version 6.x represents a redesign of the existing VPS/is product, which will include reduced system 
cost, higher density, more features, greater reliability and increased scalability. Nortel Networks estimated 
that the project was 91 percent complete, that it would require approximately $1.0 to successfully complete 
the project, and that product revenues would begin during the first half of 2000. No acquirer specific 
synergies were explicitly employed in the analysis of the purchased IPR&D. A discount rate of 18.0 percent 
was employed in the analysis. 


CalISPONSOR Version 4.x. CalISPONSOR is a Computer Telephony Integration server product that 
integrates one or more private branch exchange/automatic call distribution systems, Interactive Voice 
Response ("IVR") systems and desktop applications which allows call-center agents to utilize information 
already captured by the IVR system. Version 4.x represents a significant expansion in available application 
modules, as well as a re-write of the existing core modules. Specific new modules under development include 
the provision of inter-switch routing, operator data recording and operator preview dialing. Nortel Networks 
estimated that the project was 74 percent complete, that it would require approximately $0.6 to successfully 
complete the project, and that product revenues would begin during the first half of 2000. No acquirer 
specific synergies were explicitly employed in the analysis of the purchased IPR&D. A discount rate of 18.0 
percent was employed in the analysis. 


PeriDirect. PeriDirect is an application designed for financial services companies to automate complex 
financial transactions. This product will work in conjunction with the VPS/is system. Features under 
development included: multi-channel access supporting advanced speech processing, Internet, facsimile and 
IVR from a single platform and host connection; modular design; and support for multiple platforms and 
technology. Nortel Networks estimated that the project was 90 percent complete, that it would require 
approximately $10.3 to successfully complete the project, and that product revenues would begin during the 
first half of 2000. No acquirer specific synergies were explicitly employed in the analysis of the purchased 
IPR&D. A discount rate of 18.0 percent was employed in the analysis. 


Shasta Networks 


Subscriber Service System ("SSS"). The SSS platform represents a new class of telco-scale, service-creation 
gateways for the subscriber edge of public data networks. The basic SSS platform consists of three highly 
interlinked components, the Services Subscriber Gateway, the Subscriber Policy Manager, and the IP Service 
Operating System. Upgrades consist of customer/market driven functionality including additional interfaces 
(i.e., Packet over Sonet), Lightweight Directory Access Protocol and Multi-Protocol Label Switching services, 
and support for additional routing protocols. As of the acquisition date, progress related to the development 
of the SSS platform had been made in hardware and software system specifications and prototype hardware 
integration. Remaining development efforts included: frame and IP protocol stacks; security; prototyping; and 
testing activities. Nortel Networks estimated that the platform was 80 percent complete and the upgrades 
were 50 percent complete, and that it would require approximately $9.3 to successfully complete the entire 
system. Nortel Networks anticipated that benefits in the form of product revenues would begin by the end of 
calendar year 1999. No acquirer specific synergies were explicitly employed in the analysis of the purchased 
IPR&D. A discount rate of 38.0 percent was employed in the analysis. This project was completed on 
schedule. 
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The following updates projects from other acquisitions that were in-process as at December 31, 1999: 


Bay Networks 


An ultra high performance internet protocol router, which directs traffic on the network, designed for the core 


of the next generation IP carrier and service provider networks. As of the acquisition date, all Phase 1 
planning and specification activities were complete and the project was in the Phase 2 design, implementation 


and testing stage. Remaining development efforts included additional design, prototyping and testing 
activities. Nortel Networks estimated that the project was 50 percent complete, that it would require 
approximately $30.5 to successfully complete the project, and that product revenues would begin in late 1999. 
No acquirer specific synergies were explicitly employed in the analysis of the purchased IPR&D. A discount 
rate of 22.5 percent was employed in the analysis. This project is currently in beta testing and is scheduled for 
release in early 2000. 


A modular wide area network edge router, which directs communications on the network, for medium-scale 
branch office applications. As of the acquisition date, all Phase 1 planning and specification activities were 


complete and the project was in the Phase 2 design, implementation and testing stage. Remaining 
development efforts included design, prototyping and testing activities. Nortel Networks estimated that the 
project was 55 percent complete, that it would require approximately $17.0 to successfully complete the 
project, and that product revenues would begin in mid-1999. No acquirer specific synergies were explicitly 
employed in the analysis of the purchased IPR&D. A discount rate of 20.0 percent was employed in the 
analysis. Completion of this project was delayed and is expected to be achieved by approximately mid-2000 
due to resource prioritization. 


A next generation version of Bay Networks’ Accelar product, comprised of a high performance, high density 


routing switch, a technology which directs traffic on the network. As of the acquisition date, this project was 
nearing completion of the Phase 1 planning and specification stage. Remaining development efforts included 


design, prototyping and testing activities. Nortel Networks estimated that the project was 55 percent 
complete, that it would require approximately $32.0 to successfully complete the project, and that product 
revenues would begin in late 1999. No acquirer specific synergies were explicitly employed in the analysis of 
the purchased IPR&D. A discount rate of 22.5 percent was employed in the analysis. Completion of this 
project has been delayed and is expected to be achieved in the first quarter of 2000. 


MCNS, CM, CMTS. Design of a standard based cable modem, which allows remote data communications, 
and a cable headend unit, which receives communications from a cable modem, that comply with a 
specification known as the Data Over Cable Service Interface Specification ("DOCSIS"). As of the 
acquisition date, all Phase 1 planning and specification activities were complete and the project was in the 
Phase 2 design, implementation and testing stage. Remaining development efforts included prototyping and 
testing activities. Nortel Networks estimated that the project was 50 percent complete, that it would require 
approximately $26.0 to successfully complete the project, and that product revenues would begin in late 1998. 
No acquirer specific synergies were explicitly employed in the analysis of the purchased IPR&D. A discount 
rate of 20.0 percent was employed in the analysis. This project experienced delays in completion of the cable 
modem product due to difficulties in the DOCSIS certification process. The cable headend unit was 
completed in the second quarter of 1999. 


Cambrian 


OPTera. OPTera, an acronym for Optical Protocol Independent Transport Era, represented Cambrian’s 
research efforts in the area of Dense-Wavelength Division Multiplexing ("DWDM") technology for use in 
interoffice networks and Metropolitan Area Networks ("MAN"), including central office to central office 
networks, Business Fiber Loop Access, and Multi-Site Enterprise Lan interconnections. The technology 
under development by Cambrian was unique in that it was the first DWDM technology built from the ground 
up for the MAN market. As a result, it was expected to include unique functionality such as a survivable ring- 
based network and a considerably lower cost structure than long-haul DWDM products, which are based on 
point-to-point architecture and less flexible components. As of the acquisition date, progress related to the 
development of OPTera had been made in concept product requirements and system design, key components 
qualifications, physical packaging design, software development, and system integration. Remaining 
development efforts for the basic platform included: development and resolution of control introduction-gated 
functionality; overhead channel performance; network equipment building standard testing; and European 
safety approvals. Remaining development efforts for the SP&C upgrades include development of a 
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2.5 gigabit card and software developments related to amplification, tributary protection, connectivity, 
management and interfaces. Nortel Networks estimated that the basic platform and SP&C upgrades were 
85 percent and 50 percent complete, respectively, and that it would require approximately $21.0 to 
successfully complete the projects. Nortel Networks anticipated that benefits in the form of product revenues 
would begin during 1999. No acquirer specific synergies were explicitly employed in the analysis of the 
purchased IPR&D. A discount rate of 25.0 percent was employed in the analysis. This project was completed 
on schedule with the Enterprise release in April 1999 and the SP&C release in December 1999. 


Nortel Networks does not specifically track revenues generated from the in-process technology subsequent to 
its acquisitions. It is Nortel Networks’ normal practice to begin integration of all acquired businesses 
following the closing of the transaction. This includes management responsibilities, financial reporting and 
human resources. Furthermore, in order for Nortel Networks to succeed in the highly competitive and rapidly 
changing marketplace in which it operates, acquired assets must be integrated quickly into its Unified 
Networks solutions as enhancements of existing technology or as part of a larger platform. 


Research and development 


1999 1998 1997 
AR S7B OND EMSC ro uct os, Meat tis A toes Iicoxes cha stgibiveste nats $ 2,908 $ 2,453 $ 2,147 
R&D costs incurred on behalf of others* ............c.cccccsssceeeeeeeeee DAS) M36 07 ware 29. 
TOA Bee Et, MIND NOS ABTA, ace ot $ 3.039 2,550 $2,272 


* These costs include R&D charged to customers of Nortel Networks pursuant to contracts that provide for 
full recovery of the estimated cost of development, material, engineering, installation, and all other 
attracted costs, which are accounted for as contract costs. 


The above amounts are net of global investment tax credits of $153, $125, and $123 in 1999, 1998, and 1997, 
respectively. 
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6. Special charges 


1999 1998 1997 
Workforce reduction? ..2.02.923. NOM EPRI ees $ Si SOS 277. SSW 26 
Write-down of equipment and other assets .0..........:.ccsssseeseeseeseseseees 18 71 54 
Contract settlement and lease COStS ..............cccsccceseceessecerseeeeceeseeeescees 38 23 13 
Facilities impairmetitie...c. 0.0. .ccszd. sooccvaiescccassop-snecdcasssessctest; tants 23 - - 
Other 28.0148... OA, Bi RO RO ee 43 76 2 
Total'special Chiar ges tie acratc,. oie scctheteesestentoos ccracssOaccoeetenite eee 209 447 95 
Curmullative Gra W-GG WAS os. csc cseccscccscacscsaocosseconneedsncedesessaceeme merece (27) (436) (95) 
Provision. Dalanee y cesceics hay thas feces sane: tues Savenccee-beck axntonee eee eons $ L325 sind U1 capech - 


1999 


In 1999, the Corporation recorded special charges aggregating to $209 relating to restructuring costs and 
other charges. 


Restructuring activities involved the Corporation’s exit of the Satellite and time division multiple access 
("TDMA") small switch operations within SP&C, and the Consumer Products and Open Speech 
operations within Enterprise. The restructuring activities also involved the consolidation of the 
Broadband Wireless Access ("BWA") operations, as well as the streamlining of SP&C manufacturing 
operations related to the Corporation’s strategy announced in January 1999. 


Also reflected in the 1999 restructuring costs were charges associated with the Corporation's initiative to 
realign its resource investment into growth areas in response to industry shifts as well as create 
efficiencies within the Corporation’s existing organizations. This initiative impacted various 
organizations within SP&C and Enterprise largely within North America including the Mobility, 
Marketing and Communications, Global Service and Portfolio Networks organizations. The Corporation 
also restructured, for purposes of outsourcing, its corporate processes including a portion of its payroll, 
accounts payable, training, and resourcing functions. 


Workforce reduction 


This charge represented the cost of severance and related benefits for the termination of approximately 
1,970 employees in the above noted restructuring activities. 


Workforce reduction costs of approximately $6 related to approximately 120 employees, primarily 
located in Canada, in connection with the consolidation of the BWA operations. A charge of 
approximately $15 related to approximately 350 employees, in Canada and the United States, within 
Enterprise, as well as approximately 100 employees in the Caribbean and Latin America, related to the 
Corporation’s exit from two of its businesses. 


Workforce reduction costs of approximately $17 represented the costs for the termination of 
approximately 310 employees in SP&C manufacturing operations in Belleville, Ontario related to the 
Corporation’s strategy announced in January 1999 to streamline these operations. 


Approximately $27 of the workforce reduction charge related to approximately 440 employees, largely in 
Canada and the United States, for the Corporation’s realignment of its resource investment for its various 
organizations within SP&C and Enterprise. The remaining charges of approximately $22 represented the 
termination costs for approximately 650 individuals related to the outsourcing of certain of the 
Corporation’s corporate processes. 


Write-down of equipment and other assets 


In conjunction with the Corporation’s exit of its Consumer Products, Open Speech and Satellite 
operations, as well as the restructuring of its BWA operations, the Corporation determined various 
tooling, test, and diagnostic equipment to be redundant. Due to its specialized nature, this equipment 
could not be used in other areas and the Corporation recorded a provision reflecting the net book value 
related to these assets. 


Contract settlement and lease costs 


This charge included lease termination costs for the BWA and Open Speech operations, as well as the 
write-off of leasehold improvements and furniture and fixtures related to these facilities. The Corporation 
determined that the sublet of these premises was unlikely and therefore the costs reflected amounts 
accrued for the remaining terms of the leases. Contract settlement costs included a negotiated settlement 
to cancel a contract with one customer within the Satellite operations and other contract settlements 
affected by the Corporation’s exit activities. 


Facilities impairment 


In 1998, the Corporation exited its Fixed Wireless Access ("FWA") operations with the intention to 
vacate its related facility in Paignton, United Kingdom. In 1999, management determined an impairment 
in the value of this facility and, on the basis of an independent appraisal, the Corporation recorded a 
charge representing the difference between the net book value of the building and the appraised value. 


Other 


The restructuring of the above noted businesses resulted in the Corporation abandoning several of its 
existing products and new product introductions. A charge of $16 represented the write-off of the 
remaining book value of redundant raw materials inventory related to the Consumer Products operations 
and the SP&C operations. This inventory, due to its specialized nature, was not usable in other products. 
Also included in other charges was a one-time, non-recurring charge of $20 for the Corporation’s 
coverage of an obligation by a customer to a third party. The Corporation also recorded a non-recurring 
and non-operational charge of $7 related to the settlement of a patent infringement suit. 


Status of provision 

Expenditures of approximately $27 have been applied against the provision, resulting in a provision 
balance of $182 as at December 31, 1999. The flow of payments is expected to be substantially 
completed by the fourth quarter of 2000. 

1998 


In 1998, the Corporation recorded special charges aggregating to $447 relating to restructuring costs and 
other charges. 


As part of its streamlining activities, the Corporation significantly downsized operations in SP&C and 
Enterprise including its GSM, Consumer Products, North American Terminals, and Meridian 
organizations. The Corporation also exited its FWA operations within SP&C, primarily located in 
Paignton, United Kingdom. 


F-22 


Workforce reduction 


This charge represented the cost of severance and related benefits for the termination of approximately 
4,620 employees in the above noted restructuring activities. 


Workforce reduction costs of $261 related to the above noted streamlining activities. Approximately $18 
of this provision related to approximately 350 employees in Enterprise, approximately $49 related to 
approximately 500 employees in Corporate activities and the remaining approximate $194 related to 
approximately 3,270 employees in SP&C. 


The remaining $16 related to the restructuring of the FWA operations in Paignton, United Kingdom 
which impacted approximately 300 employees, and the closure of certain of the Corporation’s R&D 
facilities in Canada which impacted approximately 200 employees. 


Write-down of equipment and other assets 


Approximately $28 of these charges related to a significant re-focussing and product shifting, as well as 
the cancellation of certain new product introductions, that resulted in redundancy of various test and 
diagnostic equipment. Due to the specialized nature of this equipment, it could not be re-deployed for 
use with other products. The write-down represented the difference between the book value and the nil 
fair value. All assets written down were scrapped and sent to internal reclamation operations. No assets 
were held for disposal. 


The Corporation also recorded a write-down of investments of $27. Approximately $22 of the $27 
related to a working capital loan to a start-up Internet Service Provider. Nortel Networks intended for 
this to be a one-time arrangement and did not intend to enter into similar financing arrangements in the 
future. As this amount was not realizable, a provision was taken. A charge of $5 related to housing that 
the Corporation owned in China used by expatriate employees of Nortel Networks. A write-down was 
considered necessary due to the fact that the fair market value provided by an independent valuator was 
lower than the carrying value of the real estate. 


The remaining $16 represented a write-down of the Corporation’s investment in MNC as a result of a 
decision by MNC to exit product lines that were unprofitable. 


Contract settlement and lease costs 


Lease settlement charges of approximately $7 related to equipment used in the exited Internet operations 
within Enterprise. These Internet operations involved the creation and maintenance of web-sites and the 
charges reflected terms established as part of the original lease agreement. In addition, approximately 
$16 was charged for facilities costs related to the write-off of leasehold improvements and lease 
cancellation costs for vacated premises, which housed the Custom Network Applications operations and 
the North American Terminals operations. 


Other 


The restructuring of the above noted operations resulted in the Corporation abandoning several of its 
existing products and new product introductions. Approximately $75 of this charge represented the 
write-off of the remaining book value of redundant components and finished goods inventory. This 
inventory, due to its specialized nature, was not usable in other products. The amount written off was the 
book value of the inventory net of existing provisions for excess or obsolescence. A smaller amount of 
inventory on discontinued products, primarily within the North American Terminals business, was written 
down to its estimated market value and subsequently sold to customers. 
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Status of provision 


Expenditures of approximately $436 have been applied against the provision, resulting in a provision 
balance of $11 as at December 31, 1999. The flow of payments against the provision has been 
substantially completed. 


1997 


In 1997, the Corporation recorded special charges aggregating to $95 relating to restructuring costs and 
other charges. 


Workforce reduction 


This charge represented the cost of severance and related benefits for the termination of approximately 
690 employees in the above noted restructuring activities. 


Approximately 690 employees at a cost of $26 were affected by the Corporation’s 1997 restructuring 
actions. This included: 220 in Germany in the SP&C GSM manufacturing facility; 460 employees in the 
Enterprise Terminals manufacturing facilities in Wales and Canada; and 10 employees in the Channel 
distribution office in France. 


Write-down of equipment and other assets 


The Corporation recorded a write-down related to a number of investments. The largest of these write- 
downs related to the Corporation’s investment in ICL, plc, for which the Corporation wrote down the 
investment's book value by $22. This investment was sold in 1998 for the approximate book value after 
the write-down. 


Approximately $16 related to write-downs of the Corporation’s investments in two joint ventures in 
China and one in Taiwan. The write-downs related to the China joint ventures were based on a business 
valuation. Changes in the Taiwan telecommunications standards rendered the Taiwan joint venture’s 
existing products incompatible which, compounded with a poor financial performance outlook, warranted 
the recognition of a permanent impairment in the asset. 


An additional $13 of write-downs resulted from the Corporation's periodic review of its investment 
portfolio, which reflected permanent impairments in the value of certain investments. 


A charge of $3 related to the write-down of redundant manufacturing equipment as a result of the 
restructuring plans discussed above. The fixed asset charge reflected the net book value of these assets, 
which due to their specialized nature did not have a resale or salvage value. 


Contract settlement and lease costs 


These costs related to lease termination costs and the write-down of leasehold improvements for the 
vacated premises. Lease termination costs comprised of known termination amounts reflecting terms 
established in lease contracts and amounts accrued in existing leases where the likelihood of subletting 
was not strong. 


Other 
The Corporation's decision to restructure the Enterprise Terminals manufacturing facilities in Wales 
resulted in product phase-outs. This resulted in redundant inventory that, due to its specialized nature, 


was not usable in other products. Accordingly, the Corporation wrote down the book value of the 
inventory, net of existing provisions for excess or obsolescence. 
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Status of provision 


Expenditures of approximately $95 have been applied against the provision, resulting in a nil provision 
balance. 


Other income - net 


1999 1998 1997 
Interest INCOME” Fah v.6ccc, osteo teccstessasasoccssocese¥eassiceocsiwoh caus oer ee eee $ 134 $ 121 $ 92 
Royaltyincomeseu...é..... Used. eee eee oh es See 60 38 26 
Currency exchange losses’ <.2cc.i204:.... eek ee ee ees (102) (74) (50) 
Minority interest...226250.%.. Samael nae eee (1) 15 (26) 
Gain on sale of investments .............cccccsccsccessscssscesesssesscessecssessseesseeeee 133 183 - 
Gain on Sale of DUSINESSES ...............:ccccsssccesssccesssscccesseeeescnsceessesoeseeees 131 258 102 
11 at Renee apes Mn RIOR Ps kOe he OA OMe Alte EAR Sy nnn 2 (49) (56) 
Other InCome’— Net eect te tienes ceree cca an $357 $492 $88 


Other income - net for 1999 included a gain of $131, primarily related to transactions for the divestiture of 
certain of the Corporation’s manufacturing and repair operations and assets. Also included was a gain of $76 
related to a sale by the Corporation of a portion of its share ownership in Entrust Technologies. 


Other income - net for 1998 included a gain of $258, primarily related to the sale of the Corporation’s 
Advanced Power Systems business. Also included was a gain of $89 related to the sale of common shares of 
Entrust Technologies, and a total reduction of the Corporation’s ownership from 72.9 percent to 53.4 percent 
in Entrust Technologies, resulting from the issuance of common shares by Entrust Technologies in connection 
with the r* acquisition and an initial public offering completed by Entrust Technologies in 1998. 


Other income — net for 1997 included a gain of $102 related to the sale of the Corporation’s TTS Meridian 
Systems Inc. and Nortel Communications Systems Inc. distribution channels to WilTel Communications, LLC 
("WilTel") for which Nortel Networks received cash proceeds of $216 and a 30 percent ownership interest in 
WilTel. 
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Income taxes 


The following is a reconciliation of income taxes, calculated at the Canadian combined federal and provincial 
income tax rate, to the income tax provision included in the consolidated statements of operations for the 
years ended December 31: 


1999 1998 1997 
Income taxes at Canadian rates 
(1999 — 42.9%, 1998 — 43.0%, 1997 - 43.0%) oo. eeeseeseseeees 37° 226 $28 $ 545 
Reduction of Canadian taxes applicable to 
Manitactming-profits .eeterets.....cce cei. (40) (18) (14) 
Difference between Canadian rate and rates applicable to 
subsidiaries in the United States and other jurisdictions ................ (108) (86) (50) 
Difference between basic Canadian rate and rates 
applicable to gain on sale of businesses ................:sccscscesesseseeceseeee (32) (30) (35) 
Non-deductible amortization of acquired intangibles ....................... 842 735 21 
Stocksontions ced ucti on iz sist. cores ahcccescesds veveyacen ss ccsatsacenencocnrersnteceeees (243) (28) (38) 
Ce iaer a Gace 2638 rtrd 880) sane Eocrananndot <Sanataveee-snn osagesnadis weet ol - 9 
ANCOME RAK IPT OVESIOM ieee I5 5.03 2tdachnnvoncd “Buon vance verdevasins seonpelie shan tie $_ 696 $__601 $438 
Details of Nortel Networks’ income taxes: 
Earnings (loss) before income taxes: 
Canadian, excluding gain on sale of businesses ...................00+ $ 328 $ (1,036) $ 156 
United States and other, excluding gain on sale of 
DUS MESSES PME MU ee ere tice tere et ee tiers stitasasters 67 842 1,009 
Galit Off Sale Of DUSINESSES (.00...c..cccsceoserssconcnecenseecresothnosdesneosnese 131 258 102 


Income tax provision: 


Canadian, excluding gain on sale of businesses ..................0+ $ 183 $ 86 $ 63 

United states and other, excluding gain on sale of 
ES UNOS OS ee. oon sna cvsainstercccets teed eesn seo 488 434 366 
Gain on'sale:Of DUSiNGSSES) = -....-:.>-.62.-c0.cecsstevcscoteeote ctor cues + 4 25 81 9 
$696 $601 $_ 438 

Income tax provision: 

COTES 0 a Aran ey eR toc - 3k eR EP sche RR RPI $ 882 $ 641 $ 484 
Deferred. 207. COMING IEE, MI... ......scececcorssonsenoessnserenesooneees (186) (40) (46) 
$ 696 601 438 
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The deferred portion of the income tax provision results from the recognition of certain revenues and 
expenses in the financial statements in different periods from those for income tax purposes. The following is 
a summary of the components of the deferred income tax provision for the years ended December 31: 


1999 1998 1997 
Pinortizatianeeee coe ee hosted ee $e) (5) Sak 13) $ (8) 
Contracts in progress and other income item ..............cscseeeseeseeees - - (2) 
Realignment costs and other Charges ............sssssccsssscscesseseeeeseeeeeesenees (71) (65) 8 
Gain on salecof businessesiece ce .<cssc2-.-.0<6<eccedeacescdececes cee 4 (14) (2) 
Bat debt FeServer iccns recs cet acncods ssc eansdiccsestelocs neeee eee eae (32) (32) (21) 
COVEN sc eters see eate cscs AMIS iv cece at ovteagvesects couse CauSeseens etree memes (52) 84 (21) 


$ (186) $ (40) $__(46) 


At December 31, 1999, for income tax purposes Nortel Networks had operating loss carryforwards of 
approximately $420 which had not been recognized in the financial statements, the majority of which expire 
between 2000 and 2005, and approximately $130 from other foreign jurisdictions excluding the United States, 
which can be applied indefinitely against future income. 


The Corporation’s effective tax rate for the years ended December 31, 1999, 1998 and 1997 was 28.0, 35.5 
and 34.5 percent, respectively, excluding the amortization of Acquisition Related Costs of $1,961, $1,630 and 
nil, for the above noted periods respectively. The decrease in the effective tax rate for 1999 compared to 
1998 was primarily a result of a higher United States tax deduction amount associated with the exercise of 
stock options. 
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The effect of applying United States GAAP 

The Corporation's accounting policies are consistent in all material respects with United States GAAP, except 
for the information disclosed in notes 3, 20, and 23, and as noted as references to the condensed consolidated 
financial information prepared in accordance with United States GAAP shown below: 


Condensed consolidated statements of operations (i) 


Year ended December 31, 
1999 1998 1997 


MREVEMESIUILY css ikon ossscencestGonteeeee reas ees cocestas tect tun eisteedass $ 21,287 $ 16,857 $ 14,581 
Cost of revenues (iii) (iV) (V) .....ceeeeeeecceseessessesceeeessesseeeees 12,063 9.645 8,501 
GPS MAIIB ILO son 5 soe 0s <yhcdnd cise Mak aeteme Ro evevianl anuaererM neste) 9,224 7,212 6,080 
Selling, general and administrative expense (iii) (iv) (v) .... 3,979 2,983 2,564 
Research and development expense (Vii) ..............ssesseeeee 2,092 2,932 22a) 
Purchased in-process research and development (viii) ........ 252 1,756 - 
Amortization of intangibles 

Acquired technology c0:35.<.s0cesssscssssceguonsecenecesnssetparapate 686 228 - 

GOOG Wille: Hay.c2k-.-ssscece ssh Peas -ccaspee counsels estondeiocgnsssse 1,207 423 32 
Special CHAT SESH) ...05.cce-2-s MAE sc nonensatvrensde setae eeoedeles ne osee 160 313 12 
Gain on sale of businesses (Vi) ..............csccscccssesssesssesscseceees (131) (258) (102) 

79 (765) 1,353 

Equity in net earnings (loss) of associated companies ......... 41 (64) (54) 
Other income — net (V) (Vi) (X) .........ccesseesssssseseseseseseesseeeees 246 221 (49) 
Interest expense 

| a) Nas CO Ch Cl ieee eee pence epee er Si ee (93) (107) (119) 

SEIRET voce ec fas ccoreer ne etre sa oth ees Te ee eck (71) (115) (38) 
Earnings (loss) before income taxes ...............sssssseseseseseeeees 202 (830) 1,093 
Income tax provision (Vii) (Xi) (Xii) oe eeeteteeeeeeeeeeee 526 420 381 
Net earnings (lOSS)) scctsc. se seeceetesneeesantsenteaeen rac ctsensneretenecee (324) (1,250) 712 
Dividends on preferred Shares ................scsssessesesseseseeeeeeees 27 32 17 
Net earnings (loss) applicable to common shares ................ $ (351) $__(1,282) $695 
Earnings (loss) per common share (xiii) 

SI ASICH sty haps esa conse coass oe ee eae Seta dae ECS $  (.26) $) (12) S$, 467 

Ber | ATL Ces Ra nee Re im oe. Aen Eta ey oat $ = (.26) $2 (lei2) S265 
Dividends declared per common shate ...............:sssseseseeseeee S25 15 $1415 $ 15 
Weighted average number of common 

shares outstanding (millions) 
SDASIC escent eee eee dese on ee eee ates See ea acer 1,353 1,144 1,044 
PUILUCEC \<,.22. teeters eae ete tence as tee eee 1,382 1,181 1,067 
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Year ended December 31, 


1999 1998 1997 
Pro forma information reflecting the impact of 
the proposed stock split (note 24): 
Basic earnings (loss) per common 
share — United States GAAP .........ccceeecsseeeeees e  €T3) $ = (.56) $d 
Fully diluted earnings (loss) per common 
Share — United States GAAP. ...c.ccsecosessssorsoasevoyess $—. C13) $ = (.56) $ #2 


Statements of comprehensive income 


For the purpose of reporting under United States GAAP, the following statements of comprehensive income 
are required: 


Year ended December 31, 


1999 1998 1997 
Net earnings (loss) applicable to common shares - 

United:States*GC AAP AMA eee a Eee Seme (351) $ (1,282) $ 695 
Change in currency translation adjustment..................seee (99) (42) (80) 
Change in unrealized gain on investments — net .................. 13 10 
Comprehensive income (loss) \2.22..3.-...2:.+..cssss-e-necsnascenessene $__ (437) $ (1,314) $7 201 
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As at December 31, 


Balance sheets (i) | 1999 


ASSETS 


Current assets 


PES PICTON GS S.. CGETTNGAT CSS (ale. MMe ZG le ET eee eC d.2, 103 

Accounts receivable (xiv) 
Relatecupigetios: (ii): 1.5.24, seep eye, Beit ecko Ae PON hw ee oe 318 
Trade (less provision for uncollectibles — $319 for 1999, $253 for 1998) ............ 5,784 
HAST TES 905 DUNN ei a a oat RU AAR aS A ee Plas a 2,823 
Paepaid @Xpeiiges’.jycr eben Ga, Sete te stv cei, ih Bene AE, ih, see cty, tong 212 
Deferred ineamie: taxes (Xi) Foner wig cccte ats co vcesce et oeccccectarees Mee eerie oven crasstecnatoaaeters 826 
12,176 


Long-term receivables 


(less provision for uncollectibles — $284 for 1999, $109 for 1998) (xiv) ....... ee 1,356 
Investments at cost and associated companies at equity (Xx) ............ccseeeeseeeeeseeeeeeeeees 1,072 
PeVARAU ANG CCUUUINERE— TOU 555 655. ca ccanscesonnsscsen te teussantee asoncec atest acess sh Ao sdaecyusangoest dsaconasnens (ASS) 
Long-term deferred income taxes (iii) (iV) (Xi) 0... ees ceeseseseneaeneeeeeeeeeeseeeeeeees 362 


Intangible assets 


Acquired tegbngipgy = net .....:c.2:6..c0ccicsce+.-csse2gcosouctesscasecocecencocsasosessesezesseseSpameenhe uate: 1,202 
Seas I Dee 0015 2 RO IB ro hr th 2 Sn RE RS SEU C Hage 5,093 


Other ASSOUS Ce ics eos eeoe oa vss cucnsiSe Seen uctegen bles Nisnct as 7 eee eee 413 


Dertal aSSetS THRO BE. 2. ..sccsciccscassesnsonavsnnaosecesoscevaccascannesaadeoesansescssaueasasanncs URREEER. 2 game $ 24,007 
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1998 


$ 2,230 
246 

4,904 
iia 

214 


672 
9,861 


o1d 


892 


2,161 


342 


1,822 
9,802 
__1,624 


429 


$21,828 


As at December 31, 


1999 1998 
LIABILITIES AND SHAREHOLDERS' EQUITY 
Current liabilities 
Notes payable! 2.....8.....csssissstestennensssstivtaassisbsasnsciremaserseaprccseetislaecin bei erena ssi $ 209 $ 168 
Accounts payable and accrued liabilities (xiv) 
Trade and other payables icissssicsssssssssssnsadsssssscsdsssssssssssatseteossssescsssastsonssssasassonssensons 2,360 1,428 
Related parties .........iissscsssscestsctesscaaddcnsceieceasstetevedect he MAREWT sco. fenuavelrerAcel Apt oaties 1 9 
Payroll iirc tesecensoconsotsssssosssssscsscstedbeasssaszscssasssuassesaasdescasstethestswatdsasazesecseatesesotenadtatss 103 169 
Other liabilities 1.00.0 ctt ath sas Aaa aiatiassnsogetsasascoolensedmignts 3,906 3,510 
Income taxeSipayable .....cessddaccdessesseccscustebeerasvarcestrastesetes cenetssedeensSietveastas suet aiat rename 488 2959 
Long-term debtidise within one year .........2.00.....0.cssen.sesssueusesensseunensseovsscuegmanboceuseeees 35 15 
Deferred:income taxes (iii): (iv) (xi): se5.cccse ccs eensscsecant lesen ae wee eed otam se ee - 2 
7,102 5,956 
Long-term liabilities 
Deferred imcome. fers reiccc sss trcct nes detcccscvons scsebectesedes Voss sectoutssheeeiie eaten om mmaean Gc Seem 53 58 
Long-term debt (Xiv). .:......:.scscscssescsocresssnscenssonacensnsss ofl tP Rapes teg. eebenneeerian eg seas 1,391 1,514 
Deferred income taxes: (x) i (Xi) 2... c2o hose oe eer comes oe eteeee cee oes nee 767 898 
Other liabilities. (iti) (iv) (X):Jiscccte eerste os ccsea se cokoaet ahh ese ere ec ser nee 966 914 
10,279 8,940 
Minority interest in subsidiary COMPANIES .....................:seesseseeeseeeeeecnseessceesaceaseesseeeees 48 89 
Shareholders’ equity 
Preferred shares, Withoutpat Value =205 002 ct cassnc cencateccecemre este ceo tee tee? 609 609 
Conimon shares, without par value: ::icecsctcccceeetdetesceteesstasstecaet cetacean ceeeceaeeeaeeeeee 11,745 10,109 
Retained Carmine nvcses.....2icitsoseessnessteseee teteka eae peeeaaagee ca nena ena gmenteaa oye teats 966 1,533 
Additional patd-incapitali (xii) - 3. 20..46.5.0.. cae bocca eee eee nee eee 794 896 
Unrealized gain on investments — net (XV) ............cssscsccssscsssersecsesersasscsecsecsesscsesecsacees 23 10 
Foreign currency translation adjustment ..............ccccscccssececcessessseessecsseeesseaseceseeeseceees (457) (358) 
13,680 12,799 
Total liabilities and shareholders’ equity .................ccccssssesescsscsssesesesecseseseseseseeseseacseeees 24,00 $_ 21,828 
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(ii) 


For the purpose of reporting under United States GAAP, companies are required to consolidate 
controlled subsidiaries in which they have a majority (in excess of 50 percent) of the voting stock 
interest and continuous control over the determination of the strategic operating, investing, and 
financing policies of those subsidiaries, and are required to equity account for joint ventures and for 
investments over which they have significant influence. Under Canadian GAAP, companies are 
required to consolidate those subsidiaries over which they have continuous control of the 
determination for the strategic operating, investing, and financing policies, to proportionately 
consolidate investments in which they have joint control, and to equity account for investments over 
which they have significant influence. As disclosed in note 20, the Corporation proportionately 
consolidates its joint ventures under Canadian GAAP. In addition, the Corporation has one company 
that qualifies as a controlled subsidiary of the Corporation under Canadian GAAP, but which does 
not qualify as a controlled subsidiary under United States GAAP. Accordingly, this company's 
results are consolidated into the Corporation's results under Canadian GAAP and are accounted for 
using the equity method under United States GAAP. 


For the purpose of reporting under Canadian GAAP, the recognition of the Corporation’s interest in 
sales by the Corporation to joint ventures is eliminated under proportionate consolidation. For the 
purpose of reporting under United States GAAP, the Corporation does not proportionately 
consolidate these joint ventures and accordingly the sales by the Corporation to these joint ventures 
are recognized as revenues. As a result, under United States GAAP, related party revenues were 
$2,259, $1,914 and $1,248 for the years ended December 31, 1999, 1998 and 1997, respectively. 
Related party revenues reported under Canadian GAAP are disclosed in note 10. 
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(iii) 


For the purpose of reporting under United States GAAP, companies are required to accrue the 
expected cost of postretirement benefits other than pensions to active employees during the years 
employees provide service to the company. Under Canadian GAAP, the cost of postretirement 
benefits are recorded as claims are paid. 


The following disclosure is based upon reports from independent consulting actuaries as at 
December 31: 


1999 1998 1997 
Accrued postretirement benefit cost: 
Accumulated postretirement benefit obligation ......... $ 614 $ . 618 $ 580 
Planassets al lait Value, (ot. seca cere cece (37) (36) (36) 
Unrecognized prior service COSt ...........:sssssesesssseeees (52) (56) (61) 
Unrecognized net gain (IOSS) .................sssssersessesreeoees 32 (45) (39) 
Accrued postretirement benefit Cost ............:ccsseeee $ 997 $ 481 $ 444 
Postretirement benefit cost: 
SERVIC: COSLN OE ALR. de tetas usstr ve Mueeaoueeoee $ 31 $ 24 $ 21 
Interest on projected plan benefits ................sseeeeee 44 41 40 
Expected return on plan assets ............:.sssseeseseseesenees (3) (3) (3) 
AMOTtiZaliOn wos -psnssce Sicodthn serch SE RR OP vest cee al i) 4 4 
Postretirement benefit COSt ..................ssssscesreroneeoeees (Ms 66 62 
Less: Claims paid and expensed under 
Canadian GAA Pe. 2.iti;jessercop sawncueavonenoonstntnee 20 15 15 
United States GAAP adjustment for postretirement 
PRETO RIS $020. c2.5005<cnasteeerme Mieke ee aecee eceee ee $ a7 $ ol pa 
After tax impact of adjustment... eee eseeeeeeeee $ 37 $ 31 $ 29 
Assumptions: 
Weighted average discount rate .............cssesseesseeenees 7.4% 6.8% 7.1% 
Expected long-term rate of return on assets ............... 8.0% 8.5% 7.8% 
Weighted average health care cost trend rate............. 7.7% 8.0% 7.7% 
Weighted average ultimate health care cost 
PENT ALCS 33) csscscsccetenets cnn ere eee arenes 5.0% 4.8% 5.3% 
Year in which ultimate health care cost trend rate 
WILLD ACHICVED ©... ccecysoesscettestseroreesceeerese: cere 2004 2004 2002 
1999 1998 
Change in postretirement benefit obligation: 
Benefit obligation at beginning Of year 0.0.0.0... cssssesssesesesesesesenes $ 618 $ 580 
SOLVICE COSC cco cc eaccicsos son cette eesaPicse ek sooc Nett TROON caret Bi 24 
Interest'on' projected’ plan Demefits? <2 .ciics.occco. ec garentngeeneeeeesssees 44 41 
Pian participants contributions .2..2:9,27. ee eee 1 1 
Actuarial: (gain) 08S .-.)c:. [soso ssascsn.t ioe con emerson ons (73) 8 
Setilements/curtailmentse 05 ci<sseck cide dacce eee ere atte evosons (5) - 
Benenits Pal@-.,crcccsscctotectesttens. cocccts cata ays erento nese sent tee (17) (17) 
Foreign exchange: c.a;.ci:tries.osesnz tee cnet seen ores ceronsnecep cae 15 (19) 
Benefit obligation at end Of year }..1:-1:..ccss.cesetsb caocbeceonssseoehanesseuets $ 614 $ 618 
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(iv) 


(Vv) 


Change in plan assets: 


Fair value of plan assets at beginning of year ...............ccseeceseeeee: $ 36 $ 36 

EDGY Ct OtNMl TOUS Acct ce cinta cant ont ere nsnns east merces acoaes 6 7 

Blan Parti Ci Oats sCOMUIDAUONS 4. wisssccceus<vonecpsesanne-+*acnsetedes Ceenssaereee J 1 

| ESTES ENE TYEE ois RE Rem Re eleva (11) (10) 
EXDOClOU UIMCCESE OH AS SOUS see cocina tte ua teat +~sssaen4s santste sans bacoaas 3 

PRCUM ARIAL AUN crete tcc eee ca do fcosutn teint lunatics ne ee - 1 

| EERSTE WDC LAIST She oss id NRA ta ne acne OR is (2) 
Fair value of plan assets at end Of yeat.........ccssssesseceeeeeeseneeeees $ 37 $ 36 


Assumed health care cost trend rates have a significant effect on the amounts reported for health care 
plans. A one-percentage-point change in assumed health care cost trend rates would have the 
following effects: 


1-percentage- 1-percentage- 
point increase point decrease 


Effect on accumulated postretirement benefit 


Obligations es SRReRe 2 220NN SROs 20 Eom ay 28), 19 $ 100 $ (68) 
Effect on aggregate of the service and interest cost 
components of net postretirement benefit cost..................... 4 (3) 


For the purpose of reporting under United States GAAP, companies are required to accrue, during 
the years employees provide service to the company, the expected cost of benefits to former or 
inactive employees after employment, but before retirement. The adjustment represents the 
difference between recognizing the costs of postemployment benefits as claims are paid and using 
the accrual method. The net accrued postemployment benefit cost that had not been accrued under 
Canadian GAAP as at December 31, 1999 and 1998 was $21 and $23, respectively. 


Special charges 


For the purpose of reporting under United States GAAP, companies are required to record inventory 
provisions related to restructuring in cost of revenues. Under Canadian GAAP, companies are 
permitted to classify inventory provisions related to restructuring as special charges. Accordingly, 
under United States GAAP, inventory provisions of $16, $75, and $2 for 1999, 1998, and 1997, 
respectively, have been reclassified from special charges to cost of revenues. A description of these 
inventory amounts is provided in note 6. 


For the purpose of reporting under United States GAAP, costs to exit a product line incurred by a 
joint venture, which is accounted for as an equity investment, should be recorded against equity 
earnings. Under Canadian GAAP, using the proportionate consolidation method, companies are 
permitted to record these as special charges. Accordingly, under United States GAAP, costs to exit 
product lines of $16 for 1998, have been reclassified from special charges to equity earnings. A 
description of these product line exit costs is provided in note 6. 


For the purpose of reporting under United States GAAP, companies are required to classify a loan 
loss as selling, general and administrative. Under Canadian GAAP, companies are permitted to 
classify these amounts as special charges. Accordingly, under United States GAAP, loan loss 
charges of $22 for 1998 have been reclassified from special charges to selling, general and 
administrative. A description of these amounts is provided in note 6. 


For the purpose of reporting under United States GAAP, companies are required to classify write- 
downs of investments as non-operating charges. Under Canadian GAAP, companies are permitted to 
classify write-downs of investments as special charges. Accordingly, under United States GAAP, 
investment write-downs of $5 and $51 for 1998 and 1997, have been reclassified from special 
charges to other income - net. A description of these investments is provided in note 6. 
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(vi) 


(vii) 


(viii) 


(ix) 


For the purpose of reporting under United States GAAP, companies are required to classify other 
charges as selling, general and administrative. Under Canadian GAAP, companies are permitted to 
classify these amounts as special charges. Accordingly, under United States GAAP, other charges of 
$33 for 1999 have been reclassified from special charges to selling, general and administrative. A 
description of these amounts is provided in note 6. 


For the purpose of reporting under United States GAAP, gains on sale of businesses must be 
recognized within operating earnings. Under Canadian GAAP, companies are permitted to classify 
these items within the non-operating section. 


For the purpose of reporting under United States GAAP, global investment tax credits (see note 5) 
are required to be deducted from the income tax provision. Under Canadian GAAP, global 
investment tax credits are required to be deducted from R&D expense. 


For the purpose of reporting under United States GAAP, companies are required to immediately 
write off purchased IPR&D and, accordingly, the purchased IPR&D acquired on acquisitions in 1999 
and 1998 was written off at the time of acquisition. Under Canadian GAAP, companies are required 
to capitalize purchased IPR&D and amortize these assets over their useful lives. 


For the purpose of reporting under United States GAAP, stock options assumed on acquisition are 
recorded at fair value. For the purpose of reporting under Canadian GAAP, companies are permitted 
to record assumed stock options at the intrinsic value. In addition, as a result of the use of the asset 
and liability approach in accounting for income taxes under United States GAAP, a deferred income 
tax liability is calculated in respect of the acquired technology assets in accounting for the purchase 
under United States GAAP. 


Accordingly, for the purpose of reporting under United States GAAP, the aggregate purchase price 
of Bay Networks was approximately $9,060, which was based on the average closing market price of © 
the Corporation’s common shares around June 15, 1998 (the date of the announcement of the 
transaction), the fair value of the assumed Bay Networks stock options, and the merger-related costs. 
The fair value of the assumed Bay Networks stock options, using the Black-Scholes valuation model, 
resulted in further additional paid-in capital of $659. The allocation of the purchase price under 
United States GAAP was to tangible assets of $1,881, assumed liabilities of $1,223, including a 
deferred income tax credit of $748, acquired technology assets of $2,050, purchased IPR&D of 
$1,000, and goodwill of $5,352. 


For the purpose of reporting under United States GAAP, the aggregate purchase price of Periphonics 
was approximately $481 based on a fixed exchange ratio determined on the average closing market 
price of the Corporation’s common shares for the ten days preceding the two days prior to the close 
date, and the fair value of the assumed Periphonics stock options. The fair value of assumed 
Periphonics stock options, using the Black-Scholes valuation model, was $30. The allocation of the 
purchase price under United States GAAP was to tangible net assets of $76, including a deferred 
income tax credit of $26, acquired technology assets of $66, purchased IPR&D of $68, and goodwill 
of $271. 


For the purpose of reporting under United States GAAP, companies are required to record in income 
mark-to-market adjustments on financial instruments that do not meet the specific criteria for hedge 
accounting. Under Canadian GAAP, certain financial instruments related to cross currency coupon 
swap contracts qualify for hedge accounting. These same financial instruments do not qualify for 
hedge accounting under United States GAAP and therefore require the recognition of a mark-to- 
market differential. 


F-35 


(xi) 


(xii) 


For the purpose of reporting under United States GAAP, companies are required to use the asset and 
liability approach in accounting for income taxes. Under Canadian GAAP, companies are permitted 
to use the deferral method. In addition, as a result of the use of the asset and liability approach in 
accounting for income taxes under United States GAAP, a deferred income tax liability was 
calculated and recorded in respect of the acquired technology assets related to the purchase of 
Periphonics in 1999 and Bay Networks in 1998. The following table shows the main items included 


in deferred income taxes under United States GAAP as at December 31: 


Deferred income taxes: 


Assets: 


Tax benefit of loss carryforwards and tax credits 
Provisions and reserves 
Postretirement benefits other than pensions 
Amortization 


Liabilities: 


Acquired technology 


Net deferred income tax assets 


POC CC COS OHO E OOOO OEE EEEE SOOO EEO H SESE ESSE EHO SES HOO OSESS SOS OOSES DIOS 


POOP HHO HEHE EE SES ESETEHOEEEO OE OEO SOOO SESE O SOO OHOSO OOS OE OOS OEE OOOE SO ESOESES HOSES 
SOOT SOOO OHHH E HOE EOT EEE OO OHO HEOHOSESEOEEHSSEOESESSOSOSO TOSS SOS SOSS SSO SESS OESEDOEOEES 


CROCCO OOOO REESE EEE S EOE SOSE OSES OES ESSE SOS ESESEOOSOSSSOEES SESS OSS OSSSES SES SESSES OES EEESES OEE SESOS 


POC P CHEESE EOE EEO EEO OE EE OOOO OSES OOOEES OSE O SOOT OOOO SES EHSST OOOO SSOSS SOS S90ES 


POPC Pee O EEE CO EEE EE ETE OH EH OEE O SESE EOS EHO OSES OES OOEHESOO OSE EESOS OR SOESS 


Tax benefit of loss carryforwards and tax credits 
Provisions and reserves 
Postretirement benefits other than pensions 
Amortization 


COCO C OOO RETO OE OEES ESOS OE ESES SEES OSES SE EESSOS SOS ESOSES ESOS SEES OEED 


COCO OOOO OES EEE EH EEE EEE OO SOOO EEO ES OEOOOS OO LOOTED OOOOH OOOO EHO OOOO SHOES OS OH SOOOO9 


POPC OHO OSE OEE HE ESSE EEE E EOE E SOOO EES EE ESESES SOHO OSS SESOOSOSTS ODES SESOS OOOOH OE ESOS EOE SEEEE 


POO e eee e eee rere see EE OS EOE EO TOSSES ODO SESS ESE ESESSOOSEOSES EES OSESSTOSEESSS SD OSOSOSSOOOSESE EES ESEOS 


POPC O OES O OOOH SESE OH OSES EEO O OSES OOS EOESS OEE HEHESO SHOOTS OOO ETET SOO SEES SSOEOS 


POCO H OOOH H ES EEEETEE EOS OOO EHOSOT OOOO SESE SSO OOEOO OEE HOSOEOOOD 


CoCo eeooerecrsesescsssooees 


Peers eeooecesceresescssesesesssceees 


Ceeeececoecsceserooesesesoees 


Poe eer ecceesscsosesescceeresseoeeeeees 


1999 


$ 421 


1998 


$ 450 


$144 


For the purpose of reporting under United States GAAP, the tax benefit associated with deductible 
stock option compensation is treated as an increase in additional paid-in capital. Under Canadian 
GAAP, the income tax benefit can be treated as a reduction to the income tax provision if 


compensation costs are not recorded. 
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(xiii) 


(xiv) 


(xv) 


For the purpose of reporting under United States GAAP, companies are required to present basic 
earnings per share which is calculated on a basis consistent with the calculation under Canadian 
GAAP. Under United States GAAP, companies are also required to present diluted earnings per 
share using the treasury stock method when entities have complex capital structures, which differs 
from the method of computing fully diluted earnings per common share under Canadian GAAP. 


For the purpose of reporting under United States GAAP, companies are required to provide a 
reconciliation of the numerator and denominator used to calculate basic and diluted earnings per 
share. For 1999 and 1998, the effect of converting options and redeemable preferred shares was 
antidilutive. The following table presents the calculation of basic and diluted earnings per common 
share for 1997: 


1997 
Net earnings applicable to: common. Share ........:....csccssseceacoasenpsecassnoossueduesbvadestecctayasee $ 695 
Effect of dilutive securities: 
Cumulative Redeemable Class A Preferred Shares Series 4 .............:sssssssssseseeeesees 2 
$__697 
Weighted average number of common shares — baSiC............s.sesessessesseceseseesceseneeneens 1,044 
Weighted average effect of dilutive securities: 
Employee stock.options:. 2.2.:0229%3. LR RTS a 18 
Cumulative Redeemable Class A Preferred Shares Series 4 ............scssesseseseeeeees 9 
Weighted average number of common shares - for diluted calculation....................... 1,067 
Earings per COMMON: SWaLe — DaSiG 2. ere cents onnnkcnndeees sceensteeosstenoanéex-noeoeasetese SaeeMen eres $ 67 
Earnings per common Siiare’—Giluted on .....sa.1....-cacceseomeetstncecsssdeesecocestscessctansmarseeees $ 65 


For the purpose of reporting under United States GAAP, companies are not permitted to disclose 
supplementary measures of net earnings and earnings per share in the notes to the consolidated 
financial statements. Under Canadian GAAP, companies are permitted to provide supplementary 
measures of earnings and earnings per share, provided that these measures are not given the same 
prominence as reported earnings per share. 


For the purpose of reporting under United States GAAP, the existence of third party guarantees may, 
in certain circumstances, only require financial statement disclosure. Under Canadian GAAP, the 
existence of third party guarantees under the same circumstances may require balance sheet 
recognition of such guarantees. Under United States GAAP, as at December 31, 1999 and 1998, the 
committed and undrawn guarantees were approximately $792 and $285, respectively, and the drawn 
and outstanding guarantees were approximately $353 and nil, respectively, with no impact to the 
Corporation's net earnings (loss). 


For the purpose of reporting under United States GAAP, companies are required to measure certain 
securities available-for-sale at fair value. Unrealized holding gains and losses related to this 
valuation are excluded from earnings and must be included in comprehensive income until they are 
realized. Under Canadian GAAP, these securities are held at the lower of cost and net realizable 
value. 
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(xvi) 


(xvii) 


Stock option plans - compensation costs 


For the purpose of reporting under United States GAAP, companies are required to calculate and 
disclose on a pro forma basis, the compensation expense related to the fair value of stock options in 
the notes to the consolidated financial statements. Accordingly, for the purpose of reporting under 
United States GAAP, the Corporation's net earnings (loss) applicable to common shares and earnings 
(loss) per common share would be reduced to the pro forma amounts as indicated below: 


199 1998 1997 

Net earnings (loss) applicable to common shares: 

2 TEPOrted ndacciwacnces $ (351) $ (1,282) $ 695 

SPDT O TOVMAR RN Mie $ (839) $ (1,399) $ 601 
Basic earnings (loss) per common share: 

— reported ............cccceee $ (.26) Se) Sm 07 

— PTO LOPMA ....c.eeseeseeee $ (.62) Ser 22) be 08 
Diluted earnings (loss) per common share: 

= reported s..:..0e-e0 $ (.26) $2 Ul 12) $ 65 

= pro forma srt... $ (.62) $ (1.22) Soy 256 


Black-Scholes option-pricing model assumptions: 


UVES HES y ACN eet tee eset ss incscsneusssoonesnrssosaseosceats 22% 01% 67% 
Expected: Volatility .tiuciccieicsncnisannsdiiieniein: 56.44% 42.34% 31.04% 
Risk-free interest Tate sti.is.s...cccsssssvccesassessssssessessases: 6.21% 4.81% 5.00% 
Expected option life s.........:.ccssssssvcessovssasssseseesesassases 4 yrs 4 yrs 6 yrs 


Valuation of long-lived assets 


The Corporation evaluates the carrying value of long-lived assets to be held and used, when events 
and circumstances warrant such a review. The carrying value of long-lived assets is considered 
impaired when the anticipated undiscounted cash flow from such assets is less than its carrying value. 
In that event, a loss is recognized under United States GAAP based on the amount by which the 
carrying value exceeds the fair market value. Under Canadian GAAP, the recognized loss is based 
on the amount by which the carrying value exceeds the net recoverable amount. Fair market value is 
determined using the anticipated cash flows discounted at a rate commensurate with the risk 
involved. Losses on long-lived assets to be disposed of are determined in a similar manner, except 
that fair market values are reduced for the cost to dispose. 


Recent pronouncements 


In June 1998, the FASB issued Statement of Financial Accounting Standards ("SFAS") No. 133, "Accounting 
for Derivative Instruments and Hedging Activities" ("SFAS 133"), which establishes new accounting and 
reporting standards for derivative financial instruments and for hedging activities. SFAS 133 will require 
Nortel Networks to measure all derivatives at fair value and to recognize them in the balance sheet as an asset 
or liability, depending on Nortel Networks' rights or obligations under the applicable derivative contract. The 
standard becomes effective for Nortel Networks on January 1, 2001. The Corporation continues to evaluate 
the potential impact of the new standard. 
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10. Related party transactions 


11. 


12. 


In the ordinary course of business, Nortel Networks engages in transactions with certain of its equity-owned 
investees that are under or subject to significant influence, with joint ventures of the Corporation, with BCE 
Inc. ("BCE"), the owner of approximately 39 percent of the Corporation's common shares as at December 31, 
1999, and with entities which are owned by BCE. These transactions are sales and purchases of goods and 
services under usual trade terms and are measured at their exchange amounts. Transactions with related 


parties are summarized as follows: 


REVENUCS ee ore vnavcccscs Sted osc secede ossassesaasntbosescetone eens 
Prirchases sre Bak oo .65c MER) 5.0.0 Boks cccccpenedeovedeens EER 


1998 


$ 1,792 


$ 87 


199 


$ 1,248 
$31 


On February 17, 1999, the Corporation purchased, and recorded as an investment on a cost basis, C$150 of 
6.5 percent convertible unsecured subordinated debentures ("Debentures") issued by a subsidiary of BCE. 
The Debentures are due on February 15, 2002, and the interest is compounded semi-annually and payable at 
maturity. On January 21, 2000, the Corporation sold the Debentures to a third party. 


Inventories 


At December 31, inventories consisted of: 


RaW Materials] ie: 0s .c.0..... GRMN Mes nsnconsscsenepsapsyrcersstenedeehonesscemaan ee senneteeses cea 
Works in progess oi eos. s PES Bice coscteeus acnepssezeaees aeesstee een 
Finished: GOO 5 tsis usin ss PORE AY oro evn: Peaseebecsscreseopceesspeceiecansseee oes 


Plant and equipment 


At December 31, plant and equipment consisted of: 


Cost: 


TSUIMEITIGS ”... sar. fever st .scassent.ctuemteetenertntetstterttese «cater cements. 
Machinery and equipment’. to cn-..terccs:-.cesecteteereteettectcease. 


Less accumulated amortization: 


Buildings). 2s gi ohmntt rst irivsqah dedi Re heaces 
Machinery and equipment ..................:.sccecsssessscsossasedoosssonees 
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1999 
$ 724 
851 
1,381 
$ 2,956 
1999 
$ 104 
1,419 
3,994 
Jit 
460 
2,999 
3,059 
$_2,458 


1998 

$ 463 
456 

768 
$1,687 


13. 


Plans for employees' pensions 


Nortel Networks has non-contributory defined benefit pension plans covering substantially all of its 
employees. The benefits are based on length of service and rates of compensation. 


Nortel Networks’ policy is to fund pensions based on widely used actuarial methods as permitted by pension 
regulatory authorities. The funded amounts reflect actuarial assumptions regarding compensation, interest, 
and other projections. Plan assets are represented primarily by common stocks, bonds, debentures, secured 
mortgages, and property. Included in plan assets are common shares and debentures of BCE, the major 
shareholder of the Corporation, and common shares of Bell Canada International Inc., a subsidiary of BCE, 
with an aggregate market value of $126 ($23 in 1998). 


Pension costs reflected in the consolidated statements of operations are based on the unit credit method of 
valuation of pension plan benefits. Within the consolidated balance sheets, pension plan assets are included in 
Other assets and pension plan liabilities are included in Other liabilities. 


The following are details of the funded status of the plans and amounts recognized in the consolidated balance 
sheets as at December 31: 


Deferred pension asset Deferred pension liability 
1999 1998 1999 1998 

Funded status: 
Projected benefit obligation.................... eee $ 3,416 $ 2,895 $ 2,407 $ 2,198 
Plan assets at fair value... ceesessseneseeeees 3,693 3,278 2,214 2,029 
Excess (deficiency) of plan assets at fair 

value over projected plan benefits ............... 277 383 (193) (169) 
Unrecognized net plan benefits existing 

Al JaNary OO lic. cee eeensacssoscorses (13) (15) 2 = 
Other unrecognized net plan benefits 

andtamendrigents! 5... F005 eid (140) (160) (102) (87) 
Net accrued pension asset (liability)................ $124 $ _208 $__(295) $___(256) 


F-40 


1999 1998 1997 
Pension expense: 
Service cost — benefits earned .............sssesseesecsesesssseeeessees Su 223 $ 153 $ 137 
Interest cost on projected plan benefits 2.0.0.0... eeseeeeeees: 361 350 351 
Estimated return on plan assets ..............ssssscesssseceseeeeseteeeeee: (398) (370) (346) 
Termination benefits):. wtecss/etharas.sad.-wteenitis betes - 49 - 
Amortization of net pension plan benefits and 
ATMEDNIIMCIS csencetpneeo tents tetncestensreetosnen tes ceriser cent cian eeene se 46 55 41 
Wirtai ment Gain cic. sree coats. voscuscas ess sse sess toss c season cee (16) - - 
Actuarial:lossiu:..2mt. 2m. bevad..20s. 2eRengn 19. 2a, 7 - - 
NEE PENSION EXPOSE cceccreserd.tcceseteectoccsteareertssesseceeerstrereeantere® ue AA, So E37 $ 183 
Assumptions: 
DISCOUNU TALS is cg re ch een he arta cat nteaas as a eee 6.8% 7.2% 8.0% 
Rate of return on assets -:.....:s.is.0/aechosmasa? eatenesibiag eee 8.0% 8.5% 8.3% 
Rate of compensation increase) <...:............se.--cededeboseessovesee. 4.0% 4.3% 4.6% 
Deferred pension asset Deferred pension liability 
1999 1998 1999 1998 
Change in benefit obligation: 
Benefit obligation at beginning of year ................ $ 2,895 $ 2,496 $ 2,198 $ 2,011 
Service cost — benefits earned ..............sccseeseeeeees 163 92 60 61 
Interest cost on projected plan benefits ................. 208 203 153 147 
ATMOENAMIOTIES BES casanssscs<cs Rata intshnasesoseteseoeetten (29) 4 18 (7) 
Actdarial loss’ (pain) et....:..... sree sceessesesenet te 453 228 (2) 244 
Acquisition/divestiture/settlements....................+0+ (59) 49 3 - 
Benefits paid}, tact ast undeens teen att (135) (161) (147) (133) 
Foreign exchange ici) re cote ___(80) (19) 124 (125) 
Benefit obligation at end of year 0.0... cscs $ 3,416 2,895 $ 2,407 $ 2.198 
Deferred pension asset Deferred pension liability 
1999 1998 1999 1998 
Change in plan assets: 
Fair value of plan assets at beginning of year ....... $ 3,278 $ 2,785 $ 2,029 $1,635 
Actual‘return on plan assets ..s:<..:scccsievscsccasteatesests 640 445 136 233 
Emplovyer'contribquattvercc.-:c....000 0 --receen 68 69 80 59 
Acquisition/divestiture/settlements.................:08 (64) - - - 
Benefits paid ci). see ak, oaks. Oven seta ee (277) (19) (147) (107) 
Change in valuation: coors cescs--<;.:stetertcccees eters 95 2 - 331 
POPOLGI CXCIANGE” ie trertest tee cscs iaecnssacvateconscacoetness (47) (4) 116 (122) 
Fair value of plan assets at end of year.................. $ 3.693 $ 3,278 S$ 2214 $7079 
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14. 


Long-term debt 


At December 31, long-term debt consisted of: 


1999 1998 
8 3/4% Notes due June 12, 2001, swapped to U.K. pounds, 
principaland-interestiof LOI 9 700% c...aséiicaiscsssnsneseevycocens Quprousdeadted wuareans, $ 250 $ 250 
Term credit facility due June 28, 2001, with an average 
floating interest rate of 5.51% based on LIBOR .........ceeeesseceeetseeeeeeeeee: 120 120 
Stes as otes cue OCLODEE CUZ i ac.cen8i..00c5s08denscnnosnepsepcnecaieeseveasstorsuseas 300 300 
G7aNotes due September 1720057... cscs,....ss.scessossacospagessssacsucecnaneovonsecen ees 200 200 
TAO oy NGOS CUO JUNG. 1 5 22 UO oer ee 5, cab cnccscasassspecoseensnndesdcessssvdsceasaenosers 150 150 
Gi7/87o Notes due Septemberty 2023—..................-sessesnnsaeateiveaizcersescencsseonege 200 200 
int? osINOCES Gites) IME ND, ZO ZG geet sod oS oss cache scene aida onede castes aodadlcaecvetee: 150 150 
5 1/4% Convertible debentures, maturing May 15, 2003 ** oo eee. - 92 
Other long-term debt with various repayment terms, and interest rates 
ranging from LIBOR + .03% to LIBOR + 1%... eesseeseeetseeseeseeeenes 288 Wal 
MODE DALIONS tUNMGeH Capit AllCASOS teria. oc n-nnsnsacscsecoisoiknedysusssvucasteessoseeetMeneorse: stones | micclyAss 
1,689 1,667 
Less: Amount included in current liabilities ............0.....cccescessceeseeeteeeseeeeee oo pie Ee] 
$1,624 $1,648 


* Designated as a hedge of foreign currency exposure relating to Nortel Networks’ net investment in the 
United Kingdom. Long-term debt is presented at face value, with the net value of each swap reflected in 
long-term assets or long-term liabilities as appropriate. 


** In May 1999, approximately $41 of the debentures was redeemed at the option of the holders into 
common shares of the Corporation. The remaining issued and outstanding debentures were also 
redeemed in May 1999 for approximately $53, representing a redemption price equal to 102.1 percent of 
the principal amount of the debentures. 


At December 31, 1999, the amounts of long-term debt payable (excluding obligations under capital leases) for 
the years 2000 through 2004 were $57, $396, $328, $208, and $168, respectively. 
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16. 


Commitments 


At December 31, 1999, the future minimum lease payments under capital leases and operating leases 
consisted of: 


Capital Operating 
Leases Leases 
Year ending December 31 
OOO: sassy cts cb sdyiansdaanapstienc seus horteatatetaas Cen stiat enews ed ee, ene sae Se 396 
QO Dvn cass ovegasns gn idesedse oaGa wenside se depesase onsen coe ase oes nt aeettee amen oes ee ee 8 304 
21 UD Re le ie ARTEL Se 8A ity Poe mnie SARA RE Rn Sn ia Roteg a RARE a 8 218 
ZOOS sna scl ts alan mcsaaen ieee sees Ait can hsb sa gue Aa Be ef “ 155 
ZOVOA: s ciisaisisniuapiign on donssde sates tateatneass scesanteeleets fe Sees os ae tate seen? cee eine 2 122 
AT ANGH CAML Sia naz hs Sik Be Sees ccc 2s aoe ee co reais keteSu bcees ee me te - 262 
Total future minimus lease! paymMemts .27...:cscc...csteev escent eee oe a> 32 $ 1,457 
Lesss Mputed ANtCLeSte eo. «02.60 eeteeesetschettars me caces anantar atlas eee acta ame 3 
Present value of net minimuni [EAS PAyIMeMS s.cch.sase-cs<cssctaavesatteae! sevossoueesacasesen pee, 


Rental expense on operating leases for the years ended December 31, 1999, 1998, and 1997 amounted to 
$558, $431, and $264, respectively. 


Contingencies 


On October 14, 1998, a class action complaint was filed in the United States District Court for the Southern 
District of New York, purportedly on behalf of certain former Bay Networks securities holders, alleging that 
the proxy statement/prospectus and registration statement (the "Bay Networks Proxy Statement") in 
connection with the merger of Bay Networks with a subsidiary of the Corporation, as well as certain public 
statements made by the Corporation and certain named officers, violated applicable securities laws by 
containing materially false and misleading statements and omissions concerning the Corporation's financial 
condition. Two additional class action complaints were filed in the same court on November 16, 1998, and 
December 11, 1998, alleging substantially similar claims. The court granted the plaintiffs' motion to 
consolidate all three actions on February 1, 1999. On January 31, 2000, the court granted the Corporation's 
motion to dismiss the plaintiffs' consolidated amended class action complaint and closed the case. The 
plaintiffs have until March 6, 2000 to appeal the dismissal. 


In June 1998, four class action complaints were filed in the Delaware Court of Chancery, New Castle County, 
purportedly on behalf of all common shareholders of Bay Networks, alleging that the Bay Networks directors 
breached fiduciary duties owed to the Bay Networks shareholders and that the Corporation aided and abetted 
the alleged breaches of fiduciary duty. On July 23, 1998, Bay Networks, the Corporation, and counsel for the 
plaintiff class entered into an agreement in principle (the "Settlement Agreement") under which the actions 
will be dismissed (subject to confirmation by the parties and the approval of the court) and which provided 
that additional disclosures be made in the final Bay Networks Proxy Statement and that counsel for the 
plaintiff class may apply to the court for an award of legal fees up to $450 thousand and expenses up to $25 
thousand. The Corporation provided for these amounts in 1998. On August 26, 1998, a class action 
complaint was filed in the same court purportedly on behalf of all Bay Networks common shareholders, 
alleging that the Bay Networks Proxy Statement was materially misleading by failing to disclose pending 
litigation by Bay Networks against nine former employees. On January 27, 2000, the court approved the 
Settlement Agreement, thereby dismissing with prejudice the five actions described above, and awarded $400 
thousand in legal fees and expenses. The plaintiffs have until February 28, 2000 to appeal. 


On April 18, 1997, a lawsuit was filed in the California Superior Court, County of Santa Clara, purportedly on 
behalf of a class of shareholders who acquired Bay Networks common shares pursuant to the registration 
statement and prospectus that became effective on November 15, 1995. On March 4, 1997, Bay Networks 
announced that shareholders had filed two separate lawsuits in the United States District Court for the 
Northern District of California and the California Superior Court, County of Santa Clara against Bay 
Networks and ten of Bay Networks then current and former officers and directors, purportedly on behalf of a 
class of shareholders who purchased Bay Networks common shares during the period of May 1, 1995, 
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through October 14, 1996. The two actions in the California Superior Court, County of Santa Clara, were 
consolidated in April 1998 (the "Consolidated California Action") but cleared the plaintiffs' motion for class 
certification. In January 2000, the California Court of Appeal rejected the plaintiffs' appeal of the decision. 
The plaintiffs have 40 days to appeal. 


In June 1993, certain holders of the Corporation's securities commenced a class action in the United States 
District Court for the Southern District of New York alleging that the Corporation and certain of its officers 
violated the Securities Exchange Act of 1934 and common law by making material misstatements of, or 
omitting to state, material facts relating to the business operations and prospects and financial condition of the 
Corporation. In January 2000, the court heard arguments on the Corporation's motion for summary judgment 
with respect to all claims in the case. 


Nortel Networks is also a defendant in various other suits, claims and investigations which arise in the normal 
course of business. 


Except where noted above, the Corporation is unable to ascertain the ultimate aggregate amount of monetary 
liability or financial impact of these matters and therefore cannot determine whether these actions will, 
individually or collectively, have a material adverse impact on the consolidated financial position or results of 
operations of the Corporation. Unless otherwise noted, the Corporation and any named directors and officers 
intend to vigorously defend these actions. 


Environmental matters 


Nortel Networks, primarily as a result of its manufacturing operations, is subject to numerous environmental 
protection laws and regulations in various jurisdictions around the world and is exposed to liabilities and 
compliance costs arising from its past and current generation, management and disposition of hazardous 
substances and wastes. 


At December 31, 1999, the accruals on the Corporation's consolidated balance sheet for environmental 
matters, including those referred to below, were $34. It is anticipated that, for the most part, these amounts 
will be paid over the next five years. Based on information currently available, management believes that the 
existing accruals are sufficient to satisfy probable and reasonably estimable environmental liabilities related to 
known environmental matters. Any additional liability that may result from these matters, and any additional 
liabilities that may result in connection with other locations currently under investigation, are not expected to 
have a material adverse impact on the consolidated financial position or results of operations of the 
Corporation. 


Nortel Networks has remedial activities under way at six of its facilities and seven previously occupied sites. 
An estimate of Nortel Networks' anticipated remediation costs associated with all such facilities and sites, to 
the extent probable and reasonably estimable, is included in the environmental accruals referred to above in an 
approximate amount of $33. 


Nortel Networks is also listed as a potentially responsible party ("PRP") under the United States 
Comprehensive Environmental Response, Compensation and Liability Act ("CERCLA") at five Superfund 
sites in the United States and is listed as a de minimus PRP at three of these Superfund sites. An estimate of 
Nortel Networks' share of the anticipated remediation costs stessoeiated with such Superfund sites is included in 
the environmental accruals referred to above. 


Liability under CERCLA may be imposed on a joint and several basis, without regard to the extent of Nortel 
Networks' involvement. In addition, the accuracy of Nortel Networks' estimate of environmental liability is 
affected by several uncertainties such as additional requirements that may be identified in connection with 
remedial activities, the complexity and evolution of environmental laws and regulations, and the identification 
of currently unknown remediation sites. Consequently, Nortel Networks' liability could be greater than its 
current estimate. 
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Preferred shares and common shares 
Preferred shares 


The Corporation is authorized to issue an unlimited number of Class A Preferred Shares and Class B 
Preferred Shares, without nominal or par value, issuable in series. Class A Preferred Shares have been issued 
for consideration denominated in Canadian dollars (C$) and are presented in U.S. dollars after translation at 
the exchange rate in effect at the date of original issue. Each series of Class A Preferred Shares ranks in parity 
with every other series of Class A Preferred Shares. 


At December 31, the outstanding Class A Preferred Shares included in shareholders’ equity consisted of: 
1999 1998 1997 


Number Number Number 
of shares of shares of shares 
(thousands) Amount (thousands) Amount (thousands) | Amount 


Series 4, issued 

June 25, 1985 for 

consideration of 

C$ 100. million::..c20s. at 
Series 5, issued 

November 26, 1996 

for consideration of 


KA 


73 -* 


C$400 million.............. 16,000 294 16,000 $294 16,000 $ 294 
Series 7, issued 

November 28, 1997 

for consideration of 

C$350 million.............. 14,000 242 14,000 242 14,000 $242 


* represents 200 shares. 


The Cumulative Redeemable Class A Preferred Shares Series 4 ("Series 4 Shares") dividend rate is 
determined by auctions held at intervals of approximately one month on the business day immediately 
preceding the commencement of each dividend period. The Corporation can neither participate, nor oblige 
any subsidiary to participate, in the auction procedures. The annual dividend rate may not exceed the 
Bankers' Acceptance Rate in effect on the auction date plus .40 percent.. The annual dividend rate in effect on 
December 31, 1999, 1998, and 1997 was 4.20 percent, 4.40 percent, and 3.34 percent, respectively. The 
Corporation may call all, or a part of, the Series 4 Shares for redemption at a price of C$500,000 per share, on 
the business day immediately preceding any auction date. Dividends on the outstanding Series 4 Shares are 
declared and payable in Canadian dollars. Amounts equal to accrued and unpaid dividends are payable by the 


Corporation upon redemption of the Series 4 Shares. The applicable dividend must be declared prior to 
redemption. 


On July 8, 1994, the Corporation issued 200 Exchange Rights to the holders of its Series 4 Shares without 
cost to such holders. The Exchange Rights entitle the holders to exchange each Exchange Right, together with 
one Series 4 Share, for that number of common shares determined by dividing C$500,000 by the greater of 
C$2.50 and 95 percent of the weighted average trading price of the common shares on The Toronto Stock 
Exchange for the ten trading days ending immediately preceding the exchange date. The Exchange Rights 
will be of no force or effect until the occurrence of two consecutive unsuccessful auctions in which there are 
not sufficient clearing bids to determine a dividend rate in respect of the Series 4 Shares. At December 31, 
1999, no Exchange Rights had been exercised. An Exchange Right has no value except in connection with a 
Series 4 Share. 


The Cumulative Redeemable Class A Preferred Shares Series 5 ("Series 5 Shares") are presented net of tax 
effected issue costs of approximately $4. Holders of the Series 5 Shares will, until November 30, 2001, be 
entitled to an annual fixed cumulative preferential cash dividend of C$1.275 per share (5.1 percent), payable, 
if declared, quarterly on the first day of March, June, September, and December. From December 1, 2001, 
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holders of the Series 5 Shares will be entitled to, if declared, a monthly floating cumulative preferential cash 
dividend. Holders of Series 5 Shares will have the right to convert their shares into Cumulative Redeemable 
Class A Preferred Shares Series 6 ("Series 6 Shares"), subject to certain conditions, on December 1, 2001, and 
on December 1 of every fifth year thereafter. Holders of Series 6 Shares will have a similar right to convert 
back into Series 5 Shares every five years. In certain circumstances, conversions may be automatic. The 
Series 5 Shares are not redeemable prior to December 1, 2001, at which time they will be redeemable at the 
Corporation's option at C$25 per share together with accrued and unpaid dividends up to, but excluding, the 
date of redemption. The Series 5 Shares will be redeemable after that date at the Corporation's option at 
C$25.50 per share together with accrued and unpaid dividends up to, but excluding, the date of redemption. 
The Series 6 Shares will also be redeemable at the Corporation's option at C$25 per share, together with 
accrued and unpaid dividends up to, but excluding, the date of redemption, on December 1, 2006, and on 
December 1 of every fifth year thereafter. 


The Non-cumulative Redeemable Class A Preferred Shares Series 7 ("Series 7 Shares") are presented net of 
tax effected issue costs of approximately $4. Holders of the Series 7 Shares will, until November 30, 2002, be 
entitled to an annual fixed non-cumulative preferential cash dividend of C$1.225 per share (4.9 percent), 
payable, if declared, quarterly on the first day of March, June, September, and December. From December 1, 
2002, holders of the Series 7 Shares will be entitled to, if declared, a monthly floating non-cumulative 
preferential cash dividend. Holders of Series 7 Shares will have the right to convert their shares into Non- 
cumulative Redeemable Class A Preferred Shares Series 8 ("Series 8 Shares"), subject to certain conditions, 
on December 1, 2002, and on December 1 of every fifth year thereafter. Holders of the Series 8 Shares will 
have a similar right to convert back into Series 7 Shares every five years. In certain circumstances, 
conversions may be automatic. The Series 7 Shares are not redeemable prior to December 1, 2002, at which 
time they will be redeemable at the Corporation's option at C$25 per share, together with declared and unpaid 
dividends to the date of redemption. The Series 7 Shares will be redeemable after that date at the 
Corporation's option at C$25.50 per share together with declared and unpaid dividends to the date of 
redemption. The Series 8 Shares will also be redeemable at the Corporation's option at C$25 per share, 
together with declared and unpaid dividends up to, but excluding, the date of redemption, on 
December 1, 2007, and on December 1 of every fifth year thereafter. 


Common shares 


The Corporation is authorized to issue an unlimited number of common shares without nominal or par value. 
At December 31, the outstanding number of common shares included in shareholders’ equity consisted of: 


1999 1998 1997 


(thousands of shares) 


Balanceé’at beginning of year s..0 022s ccsccvscercssossterecsoreses 1,326,209 1,037,761 1,039,505 
Shares issued pursuant to: 
Shareholder dividend reinvestment and stock 


purchase pian il <td be wlecis- seoraascscsse ape maosast ceeteeae 82 181 195 
SUCK ODEON DIANS. ..0 Lieven teats otis tecrseestesaseensoseats comers 31,940 10,066 18,002 
Shares issued relating to acquisitionS..............c.cceee 18,304 286,796 - 
Shares issued upon conversion of debentures.............. 1,145 o - 
Shares purchased and cancelled ............s:cssssesseeseeees (525) (8,595) (19,941) 

Balanicesat end Of VOale sc. cecrssenceneesteransieey des tea terest L3LL199 1,326,209 1,037,761 
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On July 29, 1999, the Corporation announced a stock dividend of one common share on each of its issued and 
outstanding common shares paid to shareholders of record as of the close of business on August 17, 1999 (the 
"1999 Stock Dividend"). On December 18, 1997, the shareholders of the Corporation approved the division 
of its common shares on a two-for-one basis (the "1997 Stock Split"). The 1997 Stock Split was effective for 
registered common shareholders at the close of business on January 7, 1998. All references to earnings (loss) 
per common share, dividends declared per common share, weighted average number of common shares 
outstanding, common shares issued and outstanding, and supplementary measure of earnings per common 
share, have been restated to reflect the impact of the 1999 Stock Dividend and 1997 Stock Split, respectively, 
on a retroactive basis. 


In January 1997, the Corporation commenced a program to repurchase up to 32 million common shares for 
cancellation during the one-year period ended January 29, 1998. On February 2, 1998, the Corporation 
announced the commencement of a new program to repurchase for cancellation up to 12.8 million of the 
Corporation's common shares in the period from February 4, 1998, to February 3, 1999. On February 22, 
1999, the Corporation announced the commencement of a new program to repurchase for cancellation up to 
20 million of the Corporation's common shares in the period from February 26, 1999, to February 25, 2000. 
The Corporation acquired and cancelled 523,800 of its shares in 1999 under the two latter programs. 


Common shares listed and available for issuance under the following plans were Shareholder Dividend 
Reinvestment and Stock Purchase Plan - 15,762,927; Investment Plan for Employees - Canada -— 8,000,692; 
Long-term Investment Plan - U.S. - 708,940; and Stock Option Plans - 179,544,351. 


At December 31, 1999 and 1998, BCE owned 39.2 percent and 40.7 percent of the outstanding common 
shares, respectively. 


Stock options 


Under the Nortel Networks Corporation 1986 Stock Option Plan As Amended and Restated (the "Plan"), 
options to purchase common shares of the Corporation may be granted to employees of Nortel Networks 
which entitle the holder to purchase one common share at a subscription price of not less than 100 percent of 
market value on the effective date of the grant. Subscription prices are stated in U.S. dollars for U.S. options 
and in Canadian dollars for Canadian options. Generally, the holder has the right to exercise the options as 
follows: 1997 and subsequent grants vest 33 1/3 percent at the end of each year for three years; 1991 through 
1996 grants vest 50 percent after the first year and the remainder after two years; and pre-1991 grants vest 
50 percent after the first two years and 50 percent after the third year. The committee that administers the 
Plan has the discretion to vary the period during which the holder has the right to exercise options and, in 
certain circumstances, may accelerate the right of the holder to exercise options, but in no case shall the 
exercise period exceed ten years. The Corporation will meet its obligation under the Plan either by issuance, 
or by purchase on the open market, of common shares. 


Each option may be granted with or without a stock appreciation right ("SAR"). A SAR entitles the holder to 
receive payment of an amount equivalent to the excess of the market value of a common share at the time of 
exercise of the SAR over the subscription price of the common share to which the option relates. Options 
with SARs may be granted on a cancellation basis, in which case the exercise of one causes the cancellation of 
the other, or on a simultaneous basis, in which case the exercise of one causes the exercise of the other. 


The maximum number of common shares authorized by the shareholders and reserved for issuance by the 
Board of Directors of the Corporation under the Plan is 234,859,020. The maximum number of common 
shares with respect to which options may be granted for the 1999 calendar year and any year thereafter is three 
percent of the common shares issued and outstanding at the commencement of the year, subject to certain 
adjustments. 


In January 1995, a key contributor stock option program (the "Program") was established under the Plan. 
Under the terms of the Program, participants are granted an equal number of initial options and replacement 
options. The initial options generally vest after five years and expire after ten years. The replacement options 
are granted concurrently with the initial options and also expire after ten years. The replacement options 
generally have an exercise price equal to the market value of the common shares of the Corporation on the day 
the initial options are fully exercised, and are generally exercisable commencing thirty-six months thereafter, 
provided certain other conditions for exercise, including share ownership, are met. In January 1999, 1998, 
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and 1997, respectively, 1,040,000, 1,708,000, and 2,020,000 options were granted pursuant to the Program 
under the Plan. 


At December 31, 1999, 82,406,242 common shares had been issued pursuant to stock option exercises, and 
152,443,811 common shares remained listed with various stock exchanges for issuance, under the Plan. 


Periphonics’ employee stock option plans 


In connection with the acquisition of Periphonics, the Corporation assumed approximately 1.5 million options 
to purchase shares of common stock of Periphonics. The number of options, and the exercise price of such 
options, were adjusted by the exchange ratio of 0.62 which was used in the acquisition. After adjustment, 
approximately 0.9 million common shares of the Corporation were issuable upon exercise of the options. 


The majority of the assumed options were granted under the Periphonics Corporation 1995 Stock Option Plan 
(the "1995 Employee Plan"). Under the 1995 Employee Plan, options granted vest and become immediately 
exercisable by the optionee in four annual installments of 25 percent on the first, second, third and fourth 
anniversaries of the date of grant. Generally, options granted under the 1995 Employee Plan are for a term of 
five years and are exercisable at an exercise price of 100 percent of the fair market value of Periphonics 
common stock on the date of grant. 


The remaining options to purchase shares of Periphonics common stock which were assumed by the 
Corporation were granted under the Periphonics Corporation 1995 Non-Employee Director Stock Option Plan 
or the Periphonics Corporation 1986 Incentive Stock Option Plan. 


Bay Networks’ employee stock option plans 


In connection with the acquisition of Bay Networks, the Corporation assumed approximately 78.8 million 
options to purchase shares of common stock of Bay Networks. The number of options, and the exercise price 
of such options, were adjusted by the exchange ratio of 0.6 which was used in the acquisition. After 
adjustment, approximately 47.3 million common shares of the Corporation were issuable upon exercise of the 
options. 


The majority of options assumed were granted under the Bay Networks, Inc. 1994 Stock Option Plan (the 
"1994 Plan"). Under the 1994 Plan, options granted were immediately exercisable; however, unvested shares 
at the date of termination of employment may be repurchased at the original exercise price. The Board of 
Directors of Bay Networks determined when the options were exercisable, their price and other terms, but the 
option price could not be less than the fair value of the share at the grant date. Options expired no later than 
eight years after the grant and generally vested at the rate of 25 percent after one year from the date of grant, 
and then ratably over the following thirty-six months. 


The remaining options to purchase shares of common stock of Bay Networks which were assumed by the 
Corporation were granted under the Bay Networks Outside Directors Stock Option Plan or under plans of 
various companies which were acquired by Bay Networks. These companies include Xylogics, Inc., Rapid 
City Communications, New Oak Communications, Inc., and Netwave Technologies, Inc. 
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The following is a summary of the maximum number of common shares issuable pursuant to outstanding 
stock options and available for future issuance: 


Available 
For 

Stunt, SCout? toe 
1999 1998 1997 1999 


(thousands of shares unless otherwise indicated) 


DATES ee rel 9 2 onc arent aterey RR A, 110,025 50,174 50,693 1,900 
Addigional shates NiSt@Qe. co. eke Scenes Cae ene 95,784 
Increase (decrease) resulting from: 
Granted and assumed Options ...............seseesenseeeees 48,382 74,878 19/315 (48,382) 
ODUONS CXCECISCO 5. hacer create pacha rae Eee issue naesns sacans (31,940) (10,066) (18,002) - 
Options, cancelledsr:..:23..0dt.3a..tneseue. 205-38-an! (9,228) (i) (4,961) (1,832) Patt 
December 30.003. ee. ek I, I ROR. 117,239 110,025 50,174 53,413 


Weighted average subscription 
price of options: 


USP dn ANS, .5.00.5...cescccsercescescossQtee ee neeesetiey sees $ 30 $ 18 $ 13 
Canadian dollars sec...2nes eee oe eae $45 $ 28 $ 18 
Exercisable (vested) at December 31 ...............:.0:000000 41,871 64,921 16,080 


Weighted average subscription 
price of exercisable options: 


US. dollats 4:3 .s5. as. Ae cces Set sine. oe $ 18 $ 17 $ 9 
Canadian dollars wasp eee. ol ae $ 27 $ 26 $ 14 


(i) Includes adjustments related to assumed stock option plans. 


In connection with the acquisitions of Periphonics in 1999 and Bay Networks in 1998, a total of 925,180 and 
47,287,800 common shares of the Corporation, respectively, have been listed for issuance under the assumed 
plans, and the related options are included in the preceding table. At December 31, 1999, the total number of 
common shares issuable in respect of outstanding options under all Nortel Networks’ stock option plans was 
117,239,467. The number of additional common shares authorized for issuance under applicable Nortel 
Networks’ stock option plans was 53,412,562, which were listed and available for issuance. Options which 
have been granted with SARs, are exercisable on a cancellation basis. At December 31, 1999, 1998, and 
1997, 38,200, 162,800, and 256,600 SARs, respectively, were outstanding at a weighted average subscription 
price per share of approximately $6.00 (C$9.00). SARs exercisable as at December 31, 1999 and 1998 were 
nil. 
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The range of prices for options granted, exercised, and canceled were as follows: 


1999 1998 1997 
U.S. dollars: High/Low High/Low High/Low 
Grant of additional options 2.0.0... eseeeeeeees $90.78 / 29.25 $32.20 / 15.84 $26.04 / 17.71 
EXCFCISEIOL ODUONS ..3si.rcteesecs- crete tet osassaseeseeesereee $36.63 / 0.02 $23.80 / 0.02 $17.71 / 3.93 
Cancellation of Options ............cccccsseesseeeseseeees $75.88 / 0.02 $34.45 / 0.02 $26.04 / 4.89 
Canadian dollars: 
Grant of additional options .............ccceeeeeeeeees C$134.22/44.04 C$46.90/24.17 C$36.04/ 23.87 
EXETCISE Of ODUIONS oc. ..occccescsscoitte onc siessorsasaees C$46.90 / 4.64 C$25.41 / 4.64 C$20.01 / 4.64 
Cancellation OF Options: .....2..5.< GL ssesiscesecsseeees C$111.75 / 8.22 C$44.90 / 7.13 C$36.04 / 8.23 


The following table summarizes information about stock options outstanding at December 31, 1999: 


Options Outstanding Options Exercisable 
Weighted- 
Average 
Number Remaining Weighted- Number Weighted- 
Range of Outstanding Contractual Average Exercisable Average 
Exercise Prices (thousands) _ Life (in years) Exercise Price (thousands) Exercise Price 

$ 0.02 - $13.42 17,952 5.08 $ 9.51 11,728 $ 9.51 
$13.43 - $20.13 20,703 6.26 S17225 14,527 $17.32 
$20.14 - $26.84 29;379 7.69 $23.40 14,362 $24.40 
$26.85 - $40.26 16,006 8.88 $31.76 1,240 $30.28 
$40.27 - $53.68 22,495 9.65 $46.00 2 $47.94 
$53.69 - $67.11 2,688 9.82 $59.50 - $ ; 
$67.12 - $80.53 3,753 9.89 $75.46 12 $70.57 
$80.54 - $90.95 4,067 9.96 $90.66 - $ - 
117.239 Lit. $30.49 41,871 17.96 
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Consolidated statements of cash flows 


The following information pertains to the consolidated statements of cash flows for the years ended December 
3k. 


Cash and cash equivalents 


Cash and cash equivalents consist of cash on hand and balances with banks, and short-term investments. Cash 
and cash equivalents included in the cash flow statements comprise the following balance sheet amounts as at 
December 31: 


1999 1998 1997 
Cash on hand and balances with banks................:scceee $ 582 $ 420 $ 265 
Short-term investments? 820.2... SR BALSA a. 1,675 1,861 1,106 
Total cash and cash equivalents...............sscssceseeseeeeseeees S2z.201 $ 2,281 $ 1,371 
Interest and income taxes paid 

1999 1998 1997 
Income taxes Paid 4). 440..cck<csnsses:aeeg tenet oc sce testicaas $ 421 $ 493 $ 336 
Interest paid *"Siln nga aa $ 179 $ 233 $ 167 


Acquisitions and other investments 


The following table summarizes the Corporation's cash flows from investing activities resulting from 


acquisitions and other investments. 


Shasta 


Wash ACQUITED ss.....0..s..00cecerees $ 
Total net assets acquired 
other than cash \..:.02):.<c.:0: 


Total purchiase price............. 
Less: cash acquired.............. 
Less: non-cash 
consideration paid other 
than common share 
options and contingent 
consideration..............006+ 
Less: common share option 
consideration paid........... 
Less: cash consideration 
contingent upon the 
achievement of certain 
operational milestones..... 


Cash paid net of cash 


Total Total Total 
Periphonics Other* 1999 1998** 1997 
S22 $ - 22 $ 765 $ (9) 
628 1,683 7,344 167 
650 1,705 8,109 158 
(22) (22) (765) 9 
(605) (923) (7,244) - 
(45) (45) (215) - 
- (18) - - 
Rete eee De er. (eur lt) ere Oy 


ACHUIMC A eecturerectoces.vorer de 


* Other primarily includes the $400 purchase of 12 percent Series A senior debentures from VoiceStream 
Wireless Corporation and the Debentures issued by a subsidiary of BCE. 


** Details of the Corporation’s cash flows from investing activities resulting from acquisitions and other 


investments for 1998: 


Nortel 
Technology 


Cash acquired. .tu.cs..5.<..<9000- $  - 
Total net assets acquired 

other than cash ................ __ 18 
Total purchase price............ 18 
Less: cash acquired............. - 
Less: non-cash 

consideration paid other 

than common share 

options and contingent 

consideration ............000+ - 
Less: common share 

option consideration 


Cash paid net of cash 
ACQUIRE Cee hc sss cas sacass 03 


Cambrian 


Bay 
Networks 


$ 721 


(6,685) 


189 
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eur 
24 


(20) 


65 


65 


(255) 


(284) 


$_162 


(7,244) 


20. 


21. 


Interests in joint ventures 


Nortel Networks’ proportionate share of interests in joint ventures, including goodwill attributable to the joint 
ventures, are included in the consolidated financial statements and are summarized below. As at December 
31, 1999, Nortel Networks had joint ventures in Germany and China. 


As at December 31, 
Balance Sheets 1999 1998 
Totaliassets. xi: csssssas. sateen’ anita. nent. dew aera permeate Bele $481 Si 2857 
FL OCAN TABLES: .. ., <5... Meet teoace viens stot hs cssnvtusesd ics eevee casleacts sick OR toa: ete een $__ 287 $___ 499 


Year ended December 31, 


Statements of Operations 1999 1998 1997 
ROVOTUICS (io ead Fev g ss vnkon ee vannds bn vane eoseascaetencnenee $666 $841 $868 
1S (5d Co ea ee ice, ee nr ESI SEIN csc $ 23 $ 31 $ 68 


Year ended December 31, 


Statements of Cash Flows 1999 1998 1997 
Cash flows from operating activities .............ceeseeseseeseseseeees $ 34 $.. 12 $.- 16 
Cash flows used in investing activities ............ cc seseeeeeteeeees (17) (12) (47) 
Cash flows from (used in) financing activities... (50) (4) 32 
Foreign exchange gain on cash held in foreign 

GAIT ONTOS eran, << 5 ae. char sense ogee teats hose teen eee - ri 16 
ELOEALCASIN LOW Streit. cs cteas...4.0rve<ceeremnrmme ree nrtsc hiceneteee te eaten ee $___(33) $ 3 $3 


Financial instruments and hedging activities 
Risk management 


Nortel Networks operates internationally, which gives rise to a risk that its earnings and cash flows may be 
negatively impacted by fluctuations in interest and foreign exchange rates. To effectively manage this risk, 
Nortel Networks enters into foreign currency forward, swap, and option contracts and has established strict 
counterparty credit guidelines, which are monitored regularly. Nortel Networks does not hold or issue 
derivative financial instruments for trading purposes. 


Hedge of net foreign investments 


Nortel Networks enters into short-term and long-term cross currency swaps and forward contracts to limit its 
exposure to foreign currency fluctuations on its investments in the United Kingdom and France. The cross 
currency swap contracts involve either swapping the underlying debt denominated in U.S. dollars to U.K. 
pounds, as summarized in note 14, or exchanging U.S. dollars for U.K. pounds or French francs. The notional 
principal amounts of the French franc denominated swaps were $234 and $234 as at December 31, 1999 and 
1998, respectively, which were approximately three and a half years in duration. The notional principal 
amounts of the U.K. pound denominated swaps, including those summarized in note 14, were $501 and $501 
as at December 31, 1999 and 1998, respectively, which were principally between eighteen months and four 
years in duration. Nortel Networks had forward contracts outstanding to sell the equivalent of $238 and $344 
as at December 31, 1999 and 1998, respectively, which were principally between one month and two months 
in duration. Forward and cross currency swap contracts are replaced, upon maturity, with similar term 
forward and cross currency contracts, to the extent that hedge effectiveness can be demonstrated. 


Hedge of firm commitments 


Nortel Networks enters into option contracts, mainly U.S. to Canadian dollar, to limit its exposure to exchange 
fluctuations on future revenue and expenditure streams. At December 31, 1999 and 1998, Nortel Networks 
had $538 and $707, respectively, of option contracts outstanding, which were principally between thirty days 
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and two years in duration. Nortel Networks also enters into forward contracts, denominated in various 
currencies, mainly U.S. to Canadian dollar, over terms of thirty days to two years, to limit its exposure to 
exchange fluctuations on existing assets and liabilities and on future revenue and expenditure streams. At 
December 31, 1999 and 1998, Nortel Networks had forward contracts outstanding to purchase and sell the 
equivalent of $1,000 and $805, respectively, related to these assets and liabilities and future revenue and 
expenditure streams. Nortel Networks also enters into U.S. to Canadian dollar cross currency coupon swap 
contracts to limit its exposure to foreign currency fluctuations on the non-cumulative preferential cash 
dividends with respect to the outstanding Series 7 Shares. 


Interest rate risk 


Nortel Networks enters into interest rate swap contracts to minimize financing costs on long-term debt and to 
manage interest rate risk on existing liabilities and receivables due to interest rate fluctuations. These 
contracts are denominated in various currencies and are swapped from floating rate payments to fixed rate 
payments or vice versa. The following table indicates the types of swaps used and their aggregated weighted- 
average interest rates. Average floating rates are based on rates implied in the yield curve at the reporting 
date; those may change significantly, affecting future cash flows. These swap contracts primarily have 
remaining terms to maturity of between nine months and seven years. 


1999 1998 

Receive-fixed swaps — notional aMOunit ..............cccccescecsececessesceseseeccssesceecsesecaeens $ 692 $ 538 
Average fixed! Tale TeCel ved... ....:...k:..csscceccsesececessscsectes sonsechecettesseseoseseteenten 7.0% 7.0% 
INVOT ARCH IOAUIND Tale WAN treet. c...2:.ceaccocesecvavssvezcneesesetesessneecuserceretars correc: 5.9% 5.3% 
Pay-fixed swaps — notional aMOunt ..................:cccseescesesseccssseseceecerscsssenseceassceees $ 559 $ 604 
Average fixed rate paidmee:....c.c8 terre teste eect ees 7.4% 7.4% 
AVelaee LlOMIND Fate MeCEIVEU: cote nats tr ters etre Tenet merce ten: 6.1% 9.4% 


Fair value 


The estimated fair values approximate amounts at which these financial instruments could be exchanged in a 
current transaction between willing parties. Therefore, fair values are based on estimates using present value 
and other valuation techniques which are significantly affected by the assumptions used concerning the 
amount and timing of estimated future cash flows and discount rates which reflect varying degrees of risk. 
Specifically, the fair value of long-term debt instruments reflect a current yield valuation based on Nortel 
Networks’ incremental borrowing rate, the fair value of interest rate swaps and forward contracts reflect the 
present value of the potential gain or loss if settlement were to take place on December 31, 1999, and the fair 
value of option contracts reflect the cash flows due to or by the Corporation if settlement were to take place on 
December 31, 1999. Accordingly, the estimates which follow are not necessarily indicative of the amounts 
that Nortel Networks could potentially realize in a current market exchange. 
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At December 31, 1999 and 1998, the carrying amount for all financial instruments approximates fair value 
with the following exceptions: 


1999 1998 
Carrying Fair Carrying Fair 
Amount Value Amount Value 
Financial liabilities: 
Long-term debt due within one year.................... $ 665 $ 65 $¢ 19 $ 619 
Long-term debt ua. ..2keecetintercnests ite ncecsenvonsewseates 1,624 1,618 1,648 1,779 
Derivative financial instruments, 
Net asset (liability) position*: 
Hedges of net foreign investments: 
Forward foreign exchange contracts ............ 1 2 a 1 
Cross Currency SWapS 3:i::s--srserasvetsa eaves 48 62 19 4 
Interest rate Swap CONEHIACTS............ ce eeseeseeeeeeeee s (12) 2 (18) 
Contracts relating to future revenues 
and expenditures: 
Forward foreign exchange contracts....... = 4 2 (31) 
Opti Gnsiercen ss secrs 2 SIE, oo rses.nccnscossecens - 4 > (19) 
Cross currency coupon swap contracts ... : (15) (13) 


* Long-term receivables have been sold, with limited recourse of $31 and $43, as at December 31, 1999 and 
1998, respectively. 


Credit risk 


Credit risk on financial instruments arises from the potential for counterparties to default on their contractual 
obligations to the Corporation. Nortel Networks is exposed to credit risk in the event of nonperformance, but 
does not anticipate nonperformance by any of the counterparties. Nortel Networks limits its credit risk by 
dealing with counterparties that are considered to be of high quality. The maximum potential loss on all 
financial instruments may exceed amounts recognized in the consolidated financial statements. However, 
Nortel Networks’ maximum exposure to credit loss in the event of nonperformance by the other party to the 
derivative contracts is limited to those derivatives which have a positive fair value at December 31, 1999. 


Nortel Networks is also exposed to credit risk from customers. However, Nortel Networks' global orientation 
has resulted in a large number of diverse customers, which minimizes concentrations of credit risk. Pursuant 
to certain financing agreements, Nortel Networks is committed to provide future financing in connection with 
purchases of Nortel Networks’ products and services. These commitments were approximately $2,405 and 
$754 as at December 31, 1999 and 1998, respectively. Commitments to extend future financing are 
conditional agreements generally having fixed expiration or termination dates and specific interest rates and 
purposes. Nortel Networks limits its financing credit risk by utilizing an internal credit committee that 
actively monitors the credit exposure of the Corporation. 


Guarantees 


At December 31, 1999 and 1998, Nortel Networks had committed and undrawn guarantees of approximately 
$792 and $285, and drawn and outstanding guarantees of approximately $54 and nil, respectively, 
representing bid, performance, advance payment, and financial guarantees. 
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22. 


23. 


24. 


Unused bank lines of credit 


At December 31, 1999, the Corporation and certain subsidiary companies had total unused committed bank 
lines of credit, generally available at rates slightly above LIBOR, of approximately $1,846. 


Uncertainty due to the Year 2000 Issue 


The Year 2000 Issue arises because many computerized systems use two digits rather than four to identify a 
year. Date-sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when 
information using year 2000 dates is processed. In addition, similar problems may arise in some systems 
which use certain dates in 1999 to represent something other than a date. Although the change in date has 
occurred, it is not possible to conclude that all aspects of the Year 2000 Issue that may affect the Corporation, 
including those related to the efforts of customers, suppliers, or third parties, have been fully resolved. The 
effects of the Year 2000 Issue may be experienced after January 1, 2000, and, if not addressed, the impact on 
operations and financial reporting may range from minor errors to significant systems failure which could 
affect an entity’s ability to conduct normal business operations. 


Subsequent events 
(a) Sale of share ownership 


On February 29, and March 2, 2000, the Corporation sold a portion of its share ownership in Entrust 
Technologies for aggregate net proceeds of approximately $527, resulting in a gain of approximately 
$515. 


(b) Ownership distribution 


On January 26, 2000, BCE which owned approximately 39 percent of the Corporation’s common 
shares as at December 31, 1999, announced its intention to implement a plan of arrangement to 
distribute an approximately 37 percent ownership interest in the Corporation to common 
shareholders of BCE. As a result of this plan, a new publicly-traded Canadian company will be 
created which will own all of the common shares of the Corporation. The Corporation’s public 
common shareholders will receive one common share in the new company in exchange for each of 
the common shares of the Corporation they hold. BCE common shareholders will receive one new 
BCE common share and approximately 0.78 (subject to adjustment) of a common share in the new 
company for each BCE common share they hold. The transaction is subject to regulatory, court and 
shareholder approvals, and the receipt of appropriate tax rulings. The Corporation and BCE have 
signed a definitive agreement, approved by the Boards of Directors of each company, to implement 
the proposed transaction. The plan of arrangement is expected to be implemented by the end of the 
second quarter of 2000. 


(c) Stock split 


On January 25, 2000, the Board of Directors of the Corporation approved, subject to common 
shareholder and regulatory approvals, a division of the common shares of the Corporation on a two- 
for-one basis (the "2000 Stock Split"). Common shareholders of the Corporation will be asked to 
approve the 2000 Stock Split at the next scheduled meeting of the Corporation’s common 
shareholders. Subject to shareholder approval and other customary approvals and filings, the number 
of issued and outstanding common shares of the Corporation will double as of the effective date of 
the 2000 Stock Split, which will be determined by the Board of Directors of the Corporation upon 
receipt of shareholder approval. 


References to earnings (loss) per common share, dividends declared per common share, weighted 
average number of common shares, and supplementary measure of earnings per common share have 
been provided on a pro forma basis to reflect the impact of the proposed 2000 Stock Split. 


(d) Acquisitions 


On February 9, 2000, the Corporation announced the acquisition of Dimension Enterprises, Inc., an 
engineering and business strategy consulting firm, for up to $65 in cash. 
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On January 28, 2000, the Corporation acquired Qtera Corporation ("Qtera"), a producer of ultra- 
long-reach optical networking systems. The acquisition was completed by way of a merger of Qtera 
with and into a wholly owned subsidiary of the Corporation. Each outstanding share of Qtera 
preferred stock and common stock was converted into a right to receive 1.3350 common shares of 
the Corporation (an aggregate of approximately 23 million common shares). Approximately 5 
million common shares of the Corporation were reserved for issuance in respect of Qtera options and 
warrants assumed by the Corporation. In addition, up to $500 in common shares of the Corporation 
may be issued to former Qtera shareholders, option holders and warrant holders, upon Qtera 
achieving certain business objectives. 


On January 6, 2000, the Corporation and Promatory Communications, Inc. ("Promatory") announced 
the signing of a definitive agreement whereby the Corporation will acquire Promatory, a developer of 
Digital Subscriber Line platforms for high-speed Internet access. The aggregate purchase price for 
the common shares of Promatory on a fully diluted basis is approximately $778. Under the terms of 
the agreement, an estimated $705 will be paid in common shares of the Corporation on a fully diluted 
basis at closing. Up to an additional $73 in common shares of the Corporation will be payable 
subject to the fulfillment by Promatory of certain business performance objectives in 2000. The 
acquisition, which will be effected by way of a merger of a wholly owned subsidiary of the 
Corporation with and into Promatory, is subject to certain customary regulatory and other approvals. 
The acquisition is expected to close in the first quarter of 2000. 


On October 18, 1999, the Corporation and Clarify Inc. ("Clarify") announced the signing of a 
definitive agreement whereby the Corporation will acquire Clarify, a provider of front office 
solutions for eBusiness. Under the terms of the agreement, Clarify stockholders will receive a fixed 
exchange ratio of 1.3 common shares of the Corporation for each share of Clarify common stock. 
Based on the closing price of $52.69 per common share of the Corporation on October 15, 1999, this 
represents a price of $68.49 per share of Clarify and an aggregate purchase price of approximately 
$2,100 for the shares of common stock of Clarify on a fully diluted basis. For the purpose of 
reporting under Canadian GAAP, the aggregate purchase price will be determined based on the 
Corporation's common share price on or about the date of the completion of the merger. The Boards 
of Directors of the Corporation and Clarify have approved the transaction. The acquisition, which 
will be effected by way of a merger of a wholly owned subsidiary of the Corporation with and into 
Clarify, is subject to certain customary regulatory and other approvals, including approval by the 
Clarify stockholders. Clarify has called a meeting of its stockholders for March 16, 2000 to consider 
the merger. The acquisition is expected to close in the first quarter of 2000. 


25. Comparative figures 


Certain 1998 and 1997 figures in the consolidated financial statements have been reclassified to conform with 
the 1999 presentation. 
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CONSOLIDATED FIVE-YEAR REVIEW (unaudited) 


Earnings and Related Data 


Revenues 

=-Canagian GAAP 5...0..;ccateteaee cee erriatness 

gp US GAA Poi ois... c.gencedecersnentueee se teers cat 
Research and development expense..................545 
Amortization of plant and equipment ................... 
FCOME CAX PLOVISION ...: 2 sees. cee sip ce easton svc setere ase 
Net earnings (loss) 

= Canadian: GAAP ......icaeuatre te pe sete sets: 


Net earnings (loss) applicable to common shares 
= Canadian GAAP :..y.cc.c.cedrece eee evs: 


Earnings (loss) per revenue dollar, in cents 
=Ganadian GAAP 01.359 cae eee ssa < 


Earnings (loss) per common share, in dollars 
= Canadian GAAP ....:.cc.sacct ree te ee 


2902S: GAAP fully diluted! <a. 2288 aida com 
Dividends per common share, in dollars............... 


Financial Position at December 31 
DVOEKING Capital | s....c..cc..cscengeaemerne eee tees 


Plant and equipment (at COSt)....... ee eeeceseeeseeeees 
Accumulated amortization. .............::ccccccsssssesesceeees 
Total assets 

= Ganadiani'GAAP, ....1itaeet iss... eee 


MONS Ferm GED -......iccancase-aboonssane epee eaten neces 

Redeemable preferred shares....................sccseccseees 

Common shareholders’ equity 
=)Canadian‘GAAP ................eem ene: ie eien. 


Capital expenditures. ...............:cccecseseeseeeeeeeens 
Employees at December 31 ...................cceeeeees 


() Includes the following: 


1999 


21,287 


823 
TSB AEL 


(millions of U.S. dollars except 
per share figures and employee amounts) 


1998 


Salo 3 
16,857 
2,453 
47] 

601 


(537) 
(1,250) 


(569) 
(1,282) 


(3) 
(8) 


(.50)” 
(1.12) 
(1.12) 

15 


4,424 


5,249 
2,986 


195732 
21,828 
1,648 
609 


10,956 

12,190 
649 

71296" 


1997 


$ 15,449 
14,581 
2,147 
439 

438 


829 
EWE 


812 
695 


5 
5 


SO 
lon 
6a? 
15 


3,664 


4,706 
2,666 


12,554 
12,398 

1,565 

609 


4,801 

4,517 

568 
68,341° 


1996 


$ 12,847 
11,919 
1,813 
439 

a2] 


623 
564 


619 
560 


3,099 


4,680 
2,645 


10,903 
10,820 

1,663 

367 


4,509 

4,304 

601 
62,284 


1995 


$ 10,672 
9,842 
Wate 

430 
233 


473 
399 


469 
395 


2.0514 


4,533 
2,610 


9,480 

9.3019: 

221° 
ie) 


3,798 

3,652 

77 
59,904° 


CDN.GAAP U.S. GAAP 


e Acquisition Related Costs (the amortization of intangible assets from the acquisition of 
Bay Networks and all subsequent acquisitions, and the amortization of any purchased 
in-process research and development from prior acquisitions). 

e one-time gains (see “Other income — net” Note 7 of the Notes to the Consolidated 


Financial Statements); 


e one-time charges (see “Special charges” Note 6 of the Notes to the Consolidated 


Financial Statements); 


e net tax impact on one-time gains and one-time charges. 
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$ 


$ 


(2,075) 
264 


(209) 


CDN.GAAP U.S. GAAP 


(2) Includes the following: 


e Acquisition Related Costs $ (1,630) $ (2,341) 
e one-time gains (see “Other income — net” Note 7 of the Notes to the Consolidated 
Financial Statements); $ 441 $ 441 


e one-time charges (see “Special charges” Note 6 of the Notes to the Consolidated 
Financial Statements); 
e net tax impact on one-time gains and one-time charges. 


AA 
gre 
iN 
AK 
~— 


$ (447) 
$ 


3) Includes the following: 


e one-time gain (see “Other income — net” Note 7 of the Notes to the Consolidated 
Financial Statements); $ 102 $ 102 

e one-time charges (see “Special charges” Note 6 of the Notes to the Consolidated 
Financial Statements); 

e net tax impact on one-time gains and one-time charges. 


FiHF 
“—~ 
— 
7 
FAH 
mos 
— 
wm 


“ Comparative amounts have been restated to conform with current period’s presentation. 


©) In addition, Nortel Networks’ proportionate share of the employees of all joint ventures was 3,915 in 1999, 3,756 in 1998, 
4,555 in 1997 and 5,300 in 1996. 


‘°) In addition, Nortel Networks’ proportionate share of the employees of the Matra Nortel Communications S.A.S. joint venture 
was 3,811 in 1995. 


“Canadian GAAP” means Canadian generally accepted accounting principles and “U.S. GAAP” means United States generally 
accepted accounting principles. Unless otherwise stated, the selected financial data presented have been prepared in accordance 
with Canadian GAAP. 


All references to earnings (loss) per common share, and dividends per common share, have been restated to reflect the impact of 
the 1999 Stock Dividend and the 1998 Stock Split. 


QUARTERLY FINANCIAL DATA (UNAUDITED) 


Summarized consolidated quarterly financial data for 1999 and 1998 are as follows: 


4" Quarter 3" Quarter 2™ Quarter 1* Quarter 
1999 1998 1999 1998 1999 1998 sil Io alan tf 

ISG YVCNUCS Grecia 3.01 p tas eee cee $6,993. $5,768...$5,393 $4,141 $5,413 $4,156 $4,418 $3,510 
Gross profit.25. 9202. and..107. Beare 3,065 2,529 2,294 1,795 2,338 L737, 1,923 1,464 
Neticarnings (lossy Suh eS... 423 (332) 8 (181) (138) - (463) (24) 
Net earnings (loss) applicable to 

COMMON SHAPE, £2c...coccsee..cevesaesees 417 (341) 1 (189) (145) (7) (470) (32) 
Earnings (loss) per common share *...... 30 (.26) - (.17) (.11) (.01) (.35) (.03) 
Supplementary measure of earnings 

pencomimmon shiatees,..5:-.-os-e ee ee 55 36 28 f94| | 20 7 Bie 
Weighted average number of common 

shares 

outstanding (millions) *...........0008 1,370 1,327 1,359 1,144 1,350 1,054 1,332 1,048 


* All references to earnings (loss) per common share, supplementary measure of earnings per common share, and weighted 
average number of common shares outstanding, have been restated to reflect the impact of the 1999 Stock Dividend. 
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